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OSFI Annual Report 1999-2000 


| ACCOUNTABILITY | 


had | 
a te Office of the Superintendent Bureau du surintendant Canada 
of Financial Institutions des institutions financieres 


FINANCIAL INSTITUTIONS AND PENSION PLANS REGULATED BY OSFI 


Assets** 
(in millions) 
Prete $1,385,658 
Foreign bank subsidiaries 40 $89,767 
Foreign bank branches not available® 
Trust and Loan Companies 
Bank-owned $195,500 
Other $7,178 
Cooperative Credit Associations $8,076 
Life Insurance Companies 
Canadian incorporated $255,788 
Foreign branches $21,719 
Fraternal Benefit Societies 
Canadian-owned $6,584 
Foreign branches $855 
Property and Casualty Insurance Companies 
Canadian incorporated $37,479 
Foreign branches 113 $16,877 
Pension Plans 1,170 $79,500 


Notes 
Number of regulated companies as at 31 March 2000. Includes institutions in the process of liquidation or termination and institutions 
limited to servicing existing business. A list of institutions regulated by OSFI can be found on OSFI’s Web site. 

* As at31 March 2000 where available, otherwise 31 December 1999. 

* Orders to establish a branch in Canada were provided to two authorized foreign banks effective 31 March 2000. 


* Total assets of the industries regulated by OSFI are not the simple sum of the above-noted figures. The figures for entities that report 
on a consolidated basis include subsidiaries whose assets may also be included in a different category. 


FEDERALLY REGULATED FINANCIAL INSTITUTIONS 

For OSFI, a federally regulated financial institution is any entity (public or private 
corporation, subsidiary, or branch) that has been created or allowed to offer financial 
services pursuant to one of the financial institution statutes promulgated by the 
federal government. Banks, for example, are incorporated or registered under the 
Bank Act, while insurance companies — both life companies as well as property and 
casualty insurers — are incorporated or registered under the Insurance Companies 


Act. Both Acts specify a number of “dos and don’ts” that govern the activities of 
these institutions in the public interest. 


2 |OSFI ANNUAL REPORT 1999-2000 


SUPERINTENDENT’S MESSAGE 


Towards Greater Accountability 


The 1999-2000 fiscal year was the sixth 
falling in my term as Superintendent and 
certainly the busiest that I can recall at 
OSFI. The financial institutions and 
pension plans supervised by OSFI were 
more active than ever in anticipating and 
responding to some formidable strategic 
challenges. At the same time, governments 
and regulators, in Canada and elsewhere, 
intensified their efforts to ensure that 
regulatory frameworks were keeping pace. 


Amid the ever-more-rapid pace of change 
in the Canadian and global financial 
services industries, it is important for 
regulators and those to whom they are 
accountable to assess how well they 
are keeping pace. One of OSFI’s most 
important long-term undertakings in this 
regard has been to develop processes by 
which its performance in carrying out the 
legislative mandate given to it by 
Parliament can be evaluated. 


In previous annual reports, we have talked 
about our efforts to construct, on the 
foundation of our legislative mandate, an 
accountability framework consisting of 
strategic objectives, a mission statement, 


corporate values, performance standards 


and mechanisms for 
performance against those standards. 
Improvements to OSFI’s accountability 
framework figured prominently in our 
activities again this year. This has been a 
challenging undertaking because so few 
precedents exist within the public sector 
and virtually none has been available within 
the regulatory community. Nevertheless, 
OSFI has been making steady progress, 


measuring 


John R.V. Palmer 


and to highlight this essential aspect 
of our work, we have chosen the theme 
of “accountability” for this year’s annual 
repott. 


Initiatives over the past year to enhance 
OSFI’s accountability included the second 
editions of three stakeholder surveys that 
gave us important indications of areas in 
which we have made progress toward 
our objectives and areas that still require 
work. During the year, we established a 
new Quality Assurance and Performance 
Standards Division to help us evaluate 
out performance and to assist us in the 
continuing development of our 
performance standards. We also carried 
out preparatory work for the creation of 
a board of external advisors, which will 
help OSFI assess its performance and 
the, fesulis ~ to its 


report various 
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stakeholders. The board of advisors was 
assembled after the year-end and will hold 
its first meeting in October 2000. 


As OSFI moves forward and the 
international financial sector continues to 
evolve, a strong accountability framework 
will help OSFI to fulfil its role effectively 
as the principal regulator and supervisor 
of federal financial institutions and 
pension plans. 


The strategic challenges faced by Canada’s 
financial sector over the last year may never 
have been greater. They included (and still 
include): 


Growing competition from foreign 
financial institutions, not only 
internationally, but increasingly in 
the Canadian market. 

Growing competition from non- 
financial institutions, such as 
technology companies, and 
unregulated entities, such as leasing 
companies, offering overlapping 
services. 
Mergers between foreign 
competitors, giving them greater 
scale in certain areas compared to 
Canadian institutions. 


The growth of specialist institutions 
offering a single product or a narrow 
range of products worldwide, with 
even greater scale advantages 
compated with multi-product 
Canadian institutions. 


Diminishing returns on fixed- 
income investments due to the 
current relatively low inflation, 
low interest rate environment. 
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Downward pressure on operating 
margins due to interest rate levels 
and intense competition in certain 
market segments. 


Rapid advances in technology in 
the financial sector, creating 
opportunities but also significant 
competitive challenges. 


A dramatic increase in the speed of 
business decision-making, forcing 
institutions to anticipate and respond 
to competitive threats more quickly. 


Better informed “but jmore 
demanding and impatient capital 
markets, looking for rapid growth, 
higher returns, and with a growing 
preference for market leaders and a 
good technology “story.” 


Faced with these challenges, entities 
supervised by OSFI responded in a variety 


of ways: 


Efforts continued, and in many cases 
intensified, to reduce operating costs 
through more effective use of 
technology and the closure of 
branches and offices. 


Higher yield assets were sought, 
including lower rated investments 
and loans. 


Business lines were carefully reviewed 
to consider profitability and future 
potential. In a number of cases, 
business lines lacking sufficient scale 
of competitiveness were sold. 


There were more strategic 
partnerships between financial 
institutions and non-financial 
institutions, particularly in the 


field of technology. 


Although any mergers between 
Canada’s financial 
institutions deferred 
pending passage of new financial 
sector legislation, other smaller 
but still significant mergers and 
acquisitions took place, including 
the acquisition of Canada Trust 
by The Toronto-Dominion Bank. 


largest 
were 


With limitations on growth 
prospects in Canada, 
Canadian institutions expanded 
in the United States and other 
largely through 
acquisition. The relatively low 
value of the Canadian dollar and 
the high values of financial assets 
in other countries, particularly the 
United States, tended to limit the 
size of these foreign purchases. 


some 


countries, 


Reflecting the growing size of 
many global businesses, the scale 


of transactions increased, with 
implications for transactions 
financed by Canadian financial 
institutions. 
Many of these initiatives have implications 
for the risk profiles of the entities 
undertaking them, requiring increased 
vigilance on the part of the regulator. 
Another area requiring increased vigilance 
is the level and composition of regulatory 
capital maintained by financial institutions. 


Given the pressure to enhance returns on 
equity, OSFI-supervised institutions have 
been seeking to reduce or improve the 
efficiency of their capital. We saw an 
increasing trend on the part of foreign-owned 


property and casualty insurance companies 
to repatriate capital in excess of regulatory 
minimums. Most life insurance companies 
have been maintaining capital levels well in 
excess of minimum requirements, but these 
capital levels began to fall for the first time 
since the failure of Confederation Life. 


Pressure from deposit-taking institutions to 
reduce capital levels toward regulatory 
minimums became evident several years 
ago. This caused OSFI to introduce target 
levels, in excess of minimum requirements, 
for well-capitalized institutions, consisting of 
Tier 1 capital at seven per cent of risk- 
weighted assets and total capital at 10 per 
cent of risk-weighted assets. Deposit-taking 
institutions supervised by OSFI now meet 
or exceed these levels, but institutions are 
seeking other ways to improve the efficiency 
of capital and enhance returns. 


We have seen an unprecedented wave of 
securitization over the past two years, as 
Canadian banks sought to reduce risk- 
weighted assets by transferring ownership 
of pools of assets to groups of investors. 
Increasingly, credit derivatives are being 
used for a similar purpose. Banks have 
also “been. seeking to change the 
composition of capital, creating “innovative 
instruments,” which can mimic the 
behaviour of common equity in times of 
but otherwise tesemble debt 
instruments. The objective of such 
instruments, from the point of view of 
the issuing institution, is to qualify them 


Crisis 


as Tier 1 capital for regulatory purposes 
while obtaining the benefits of 
interest deductibility for tax purposes. 


The efforts of Canadian institutions to 
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important strategic 
initiatives, improve operating 
profitability and enhance the 
efficiency of capital placed 
unprecedented demands on OSFI. 
Not only was it important to allocate 


undertake 


resources to follow these activities in 
the course of our on-going monitoring, 
but many of the transactions also 
required approvals from either OSFI 
ot the Minister of Finance. The 
complexity of some of the transactions 
and the sophistication of many of the 
new capital instruments tested OSFI’s 
resources as never before. 


In addition to being faced with more 
complex transactions, institutions, with our 
encoutagement, increasingly consulted 
with us in advance of undertaking 
transactions. This provided an opportunity 
to obtain a better understanding of how 
we would interpret the legislation and our 
potential administrative policies in what 
were often ground-breaking areas. We are 
organizing ourselves to provide more 
advance guidance in the future to assist 
our institutions in planning their strategic 
initiatives. 

Of the many strategic initiatives in 
Canada’s financial sector over the past 
year, perhaps none was as important 
as the demutualization of four of 
Canada’s largest life insurance 
companies. The conversion from 
policyholder ownership to shareholder 
ownership was an enormous 
undertaking for each of the companies 
and for OSVI. We have favoured the 
availability of demutualization because 
it offered the opportunity to improve 
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the companies’ access to capital 
markets and enhance market 
discipline, both of which are important 
in a prudential context. All four 
companies have now completed their 
demutualizations and the related initial 


public offerings. 


While we were kept busy supervising 
and serving some 480 financial 
institutions and 1,100 pension plans, 
there were other initiatives and projects 
that occupied our attention. 


Chief among these activities was 
providing support to the Department 
of Finance in the development of the 
government’s financial sector policy 
paper released in June 1999 and in 
preparing the legislative package that 
was tabled a year later. OSFI provided 
advice on many aspects of the 
package and was deeply involved in 
the design of the new holding 
company regime and the expanded 
“permitted investment” rules, which are 
intended to give federal financial 
institutions more structural and 
operating flexibility. 


In August 1999, OSFI formally released 
its new Supervisory Framework, setting out 
in a public document how it will direct its 
supervisory efforts to areas of highest risk 
in the financial institutions that it 
supervises, while placing increased reliance 
wherever possible on controls and other 
tisk mitigants put in place by the 
institutions themselves. Reactions from 
financial institutions, industry associations 
and other stakeholders to this new 
approach were quite positive. 


role. sin 
regulatory and 
supervisory bodies, recognizing that as 
financial institutions become more 
international and as national financial 
sectors become more interdependent, 
regulators need to harmonize their 
approaches and co-ordinate their 
efforts more effectively OSFI was 
particularly the Basel 
Committee on Banking Supervision 
and the International Association of 
Insurance Supervisors, and helped 
form a new body, the Integrated 
Financial Supervisors, which held its 
first meeting in May 1999. OSFI also 
agreed to join the newly formed 
Association of Supervisors of Banks of 
the Americas (ASBA), recognizing the 
erowing importance to Canada of 
financial sectors in Latin America and 
the Caribbean. “OSFI “served! as a 
member of the Financial Stability 
Forum, and participated in a Forum 
working group on Offshore Financial 
Centres, which submitted its final report 
to the Forum in March 2000. OSFI also 
continued its support for The Toronto 
International Leadership Centre for 
Financial Sector Supervision. 


active 


OSFI played: an 


international 


active in 


One of the most important initiatives 
undertaken at the international level 
has been the revision to the 1988 Basel 
Committee Capital Accord, which 
currently defines regulatory capital for 
deposit-taking institutions around the 
world. A major project is underway 
to make the Basel Capital rules more 
risk-sensitive and align them more 
closely with the risk-management 


practices of deposit-taking institutions 
to better reward good  trisk- 
management practices and reduce the 
scope for regulatory arbitrage. By the 
end of the fiscal year, OSFI’s aggregate 
commitment to this project was running 
at about seven person-years, supported 
by work under way at a number of 
Canadian banks. 


The trade-off between risk and reward 
is ta “common ‘thread “that 
throughout the various strategic 
initiatives of financial institutions both 
nationally and internationally, and 


runs 


influences government/regulatory 
responses. Institutions have been 
seeking to enhance their financial 
returns by taking additional risks, while 
attempting to ensure that those risks 
are catefully controlled. Governments 
and regulators have accepted the need 
for a somewhat higher level of risk in 
the system to achieve the economic 
benefits of greater competitiveness and 
innovation, driven, to some extent, by 
steps taken in other countries to lighten 
regulatory requirements. 


As institutions move up the risk curve 
to enhance returns to shareholders, and 


as governments find it necessary to 


accommodate these changes, often 
with a view to assuring a level playing 
field with foreign institutions, we need 
to recognize that these changes are 
occurring at what may prove to be a 
late stage in the longest period of 
economic recovery in recorded history. 
A teview of past economic cycles 
shows that when periods of economic 
recovery ate well advanced, there 
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tends to be pressure for lighter 
reoulation and more flexibility for 


financial institutions to innovate, 
diversify and compete more 
successfully. When economic 


recoveries end, as they always do, and 
financial institutions fail, as they 
occasionally do, attitudes change and 
there is pressure for more vigorous 
regulation and supervision. 


We are making some important and 
far-reaching changes in the rules 
governing our financial sector at a time 
when economic prospects have rarely 
looked better and memories of past 
financial institution failures are quickly 
receding. As we allow more risk into 
the financial system to obtain important 
benefits for consumers and investors, 
we need to recognize that the financial 
world may look somewhat different 
once the laws of economic gravity 
reassett themselves. 


Looking back at the year’s events, 
memories of the challenge posed by 
the Year 2000 date conversion are also 
beginning to recede because the 
transition took place so smoothly in 
most countries around the world. 
Nevertheless, before the fact, the 
challenge appeared to be serious, and 
the potential consequences of not 
being ready could have 
devastating for most financial 
institutions. As a result, OSFI, like 
financial institution regulators in many 
other countries, initiated an active 
program in 1996 to warn financial 
institutions of the potential risks and 
to encourage 


been 


them to 


develop 
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satisfactory conversion plans. OSFI 
continued its efforts up to and 
immediately after the conversion date, 
monitoring conversion programs and 
bringing potential problems to the 
attention of senior management and 
boards of directors. We were pleased 
to see that, for Canada’s financial 
institutions, the conversion took place 
with scarcely a hiccup. 


Once again this year, it was vividly 
demonstrated to me that people are 
the ‘key too the success mic tain, 
organization and this is nowhere more 
true than in organizations like OSFI, 
which are in the knowledge business. 
As in past years, many of OSFI’s efforts 
were directed at improving training and 
career opportunities for its employees 
and recruiting individuals from the 
financial sector with’ some of the 
specialized skills and knowledge 
needed by OSPF to carryout ttc 
responsibilities. 


Many new recruits joined OSFI during 
the year, including senior personnel 
in OSFPs still-new Specialist Support 
Sector, established in the previous year. 
At the most senior level, we welcomed 
Michael Hafeman, a senior member 
of Canada’s actuarial community, who 
became Assistant Superintendent of the 
Specialist Support Sector. Michael was 
joined shortly after the year-end by 
John Doran, a senior bank executive, 
who became Assistant Superintendent, 
Supervision. 


Earlier in the year, John Thompson, 
the Deputy Superintendent responsible 


for OSFT’s Regulation Sector, decided 
to retire after a seven-year term with 
OSFI. I am personally grateful to John 
for his many contributions to OSFI over 
this period. these 
contributions, John played a seminal 
role in strengthening the International 
Association of Insurance Supervisors, 
including the establishment of its first 
head oitice: sin. Basel the 
recruitment of a Secretary General. 
Julie Dickson, who was appointed 
Assistant Superintendent, Regulation 
Sector, 2000, has 
replaced John. 


Among 


and 


on January 1, 


During the year, Nick Le Pan served 
as Deputy Superintendent responsible 
for the Supervision. Sector, but, 
following the addition of John Doran, 
assumed the broader role of Deputy 
Financial 
Institutions. MacKenzie 
continued to Assistant 
Superintendent, Corporate Services, 
rounding out the executive team. 


Superintendent of 


Edna 
setve as 


Despite unprecedented demands on 
their time, energy and expertise, OSFI 
employees responded well to the 
challenges they faced, with hard work, 
dedication and an extraordinarily high 
level of commitment to OSFI’s mission. 
All this dedication and commitment 
will be needed as we move forward 
into even more challenging times in 
Canada’s. financial sector. 


Sincerely, 


John R.V. Palmer 


Superintendent 
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OSFI AND ITS RESPONSIBILITIES 


OSFI supervises and regulates all banks in Canada, and all federally incorporated or 
registered trust and loan companies, insurance companies, cooperative credit associations, 
fraternal benefit societies and pension plans. It was established in 1987 by an Act of 
Parliament, the Office of the Superintendent of Financial Institutions Act. 


OSFI also provides actuarial advice to the Government of Canada and conducts reviews 
of certain provincially chartered financial institutions by virtue of federal-provincial 
arrangements or through agency agreements with the Canada Deposit Insurance 
Corporation (CDIC). 


OSFI derives powers from and is responsible for administering the following legislation: 


Bank Act 
Trust and Loan Companies Act 
Cooperative Credit Associations Act 


Insurance Companies Act 
Pension Benefits Standards Act, 1985 


Each of these Acts sets out the rules for the structure and operation of a federally 
regulated financial institution and standards for pension plans. The various Acts address 
the unique aspects of the sectors each governs, but are designed to be consistent with 
each other. 


OSFI is organized into four sectors: Supervision, Regulation, Specialist Support and 
Corporate Services. The organization employs some 400 people in offices located in 
Ottawa, Montreal, Toronto and Vancouver. 


OSFI is funded mainly through asset-based or membership-based assessments on the 
industry and a modified user-pay program for selected services. A small portion of 
OSFI’s revenue is derived from the Government of Canada for actuarial services relating 
to the Canada Pension Plan. 


MILESTONES IN OSFI’s History 


Early 1960s — Porter Royal Commission 2 
reviewed structural and operational issues j 
1925 — the Office of the Inspector General affecting the financial system and financial 
of Banks (OIGB) was established. institutions in Canada. 4 


Late 1800s - establishment of the Early 1930s — MacMillan Royal 1967 — the Minister of Fin 
Office of the Superintendent of Commission reviewed banking introduced legislation to € 
Lire hes which subsequently and currency issues in the the Canada Deposit Insui 
ecame the Department of Canadian financial system. | 
om Si y Corporation (CDIC). j 
5 


rd 


t* A. 


| MAnpaTe AND Opsectives si AND OBJECTIVES 


OSFI is committed to providing professional, high quality and cost-effective service. To 
accomplish its mission of safeguarding policyholders, depositors and pension plan members 
from undue loss, OSFI advances and administers a regulatory framework that contributes 
to public confidence in the financial system. At the same time, OSFI ensures the regulatory 
system does not unduly impede institutions from competing effectively. 


OSFI has five objectives that are critical to achieving its mission: 


Public confidence - contribute to public confidence by enhancing the safety 


and soundness of the Canadian financial system through the evaluation 
of system-wide risks and promotion of sound business and financial 
practices. 


Safeguard from undue loss - identify institution-specific risks and trends, and 


intervene in a timely manner to minimize losses to policyholders, 
depositors and pension plan members. 


Cost-effectiveness - maintain a full and open dialogue with our stakeholders on 


the costs and benefits of our work. 


Competition - fulfil our regulatory mandate having due regard for the need to 


allow institutions to compete effectively. 


Quality - provide a high quality service by giving employees the tools and professional 


development needed to meet the challenges of a rapidly changing 
environment. 


1980s — increased international competition, the failure of May 1996 — Bill C-15 received Royal Assent. This 
Canadian banks and the subsequent enquiry into these new legislation clarifies OSFI’s prime responsibilities 
ires by the Honourable Willard Z. Estey highlighted the need as helping to minimize losses to depositors, 
shanges in Canada’s approach to handling the risks policyholders and pension plan members, and 


Ociated with the financial marketplace. 


contributing to public confidence in the Canadian 


| financial system. | 


July 1987 — the Government of Canada proclaimed the 
Financial Institutions and Deposit Insurance Amendment Act 
and the Office of the Superintendent of Financial Institutions 
Act. The latter Act joined the DO! and the OIGB to form OSFI, 
which was given the powers to supervise and regulate all 
federally regulated financial institutions and pension plans. 
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ONE OF OSFI’S STRATEGIC 


OBJECTIVES IS TO MINIMIZE 
UNDUE LOSSES TO DEPOSITORS, 
POLICYHOLDERS AND PENSION 
PLAN MEMBERS. THIS SECTION 
HIGHLIGHTS OSFI’S WORK IN 
DEVELOPING A NUMBER OF 
PERFORMANCE INDICATORS 
RELATED TO MINIMIZING 
UNDUE LOSS. 


PERFORMANCE MEASURES — UNDUE Loss 


One of OSFT’s strategic objectives is to minimize undue losses to depositors, 
policyholders and pension plan members. Key OSFI activities that help achieve this 
goal are its contributions to the development of legislation that establishes a prudential 
framework, and the setting of rules, policies and guidelines related to such matters as 
required capital and risk management. However, OSFI’s Supervisory Program is the 
main activity directly related to achieving this objective. 


Realizing that no single measure can yield clear and definitive results, OSFI has developed 
a number of performance indicators related to minimizing undue loss. Most of these 
indicators are influenced by more than just OSFI’s actions. For example, there has been 
no failure of a federal deposit-taking institution or an insurer since 1996. This situation 
may be partly attributable to the overall quality of management of Canadian financial 
institutions and to OSFT’s activities, however, it no doubt also reflects the lengthy period of 
good economic and financial conditions. 


OSFI could try to design a system that is virtually failure-proof, but such a system 
would not offer Canadians the full benefits of a competitive and efficient financial 
sector. In fact, OSFI’s legislated mandate makes it clear that failures are not evidence 
of poor performance on OSFTs part. OSFTs mandate states, in part: “Notwithstanding 
that the regulation and supervision of financial institutions can reduce the risk that 
financial institutions will fail, financial institutions carry on business in a competitive 
environment that necessitates the management of risk and financial institutions can 
experience financial difficulties that can lead to their failure.” 


OSFI classifies institutions by various stages of intervention. Stage 0 is normal or 
acceptable results, stage 1 is early warning, stage 2 is risk to financial viability or 
solvency, stage 3 is financial viability in serious doubt, and stage 4 is non-viability/ 
insolvency imminent. 


OSFI monitors several indicators to help track its own performance. The first indicator 
is simply the number and proportion of institutions that are “staged” (that is above 
stage 0) and the proportion of assets in the sector held by these institutions. Generally, 
the proportion of staged institutions and the proportion of assets in such institutions has 
been declining over the past few years, but the decline is less than might be expected 
during these sound economic times. This situation probably reflects OSFTs actions 
under its early intervention mandate, which now result in institutions being placed in 
staged categories earlier as problems develop. 


OSFI also completes a self-assessment of the effectiveness of its intervention activity for 
each staged institution or pension plan. Aggregate patterns in the results of this self- 
assessment ate considered at regular intervals as part of management’s review, and 
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any issues arising ate dealt with. The progress achieved as a result of OSFI’s 
recommendations or requirements is rated as either strong, acceptable or weak. 


At any one time over the past few years, there have been between 60 and 70 
staged entities from among the approximately 480 institutions that OSFI 
supervises. For the staged institutions, in the vast majority of cases, OSFI’s 
intervention activity is rated as having acceptable results, with a number showing 
strong results in response to supervisory recommendations or requirements. 
When staged institutions demonstrate weak results, they are the focus of 
additional supervisory attention. 


Performance indicators also consider movement into and out of various stages. 
Under its early intervention program, OSFI is seeing an expected movement in 
and out of the early warning stage as it identifies concerns and the institutions 
in question respond. In any year, the majority of staged entities are in the 
early warning category and many of them improve and are upgraded. 


OSFI has also stepped up the analysis of its activities to identify patterns that 
cut across institutions in intervention categories. One pattern that appears to 
be growing more prevalent among staged institutions is weakness in control 
and governance. These weaknesses seem to be the most difficult for staged 
entities to improve upon. To assist institutions, OSFI will issue a guideline on 
governance in 2000 to clarify its expectations in this area. 


OSFI’s performance indicators are being expanded to monitor the time financial 
institutions spend in stages, and OSFI is examining “triggers” to help identify 
cases that need more active intervention. Although there are currently very 
few such cases, OSFI is examining them to determine potential patterns of 
unexpected results in risk assessments that should have been detected earlier. 


The usefulness of these indicators and processes will be enhanced in the near 
future as OSFI’s Quality Assurance Program comes into operation. In addition, 


OSFI’s new board of advisors will review performance indicators and help 
enhance OSFI’s accountability. 


As another indicator, OSFI considers the losses that have occurred in cases 
where financial institutions or pension plans have had to be wound up. If the 
percentage recovery rate on a failure is low, it may indicate that OSFI did not 
act quickly enough to seek an order to close the institution. At the same time, 
recovery rates are also dependent on economic conditions that exist when an 
institution is being liquidated. In general, this measure helps indicate whether 
OSFI acted in a timely fashion when the most serious problems exist. 


The overall recovery rate on these cases since OSFI was formed in 1987 is 91% 
(taking account of the time value of money and neglecting any amounts paid 
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by deposit insurers or compensation funds). For many wind-ups, the recovery 
was 100% for policyholders and depositors. 


OSFI also performs an internal post-mortem after a failure has occurred. While 
such reviews provide useful insights, they have limited usefulness as performance 
indicators because they lag considerably behind actual OSFI actions. 


The checks and balances in the current federal regulatory system also enhance 
OSFIT’s accountability. In particular, OSFI regularly discusses actual or potential 
problems involving member institutions with Canada Deposit Insurance 
Corporation (CDIC) and the Canadian Life and Health Insurance Compensation 
Corporation (CompCorp), which fulfil independent risk assessment roles. These 
discussions help to identify issues and ensure that our actions are coordinated 
and appropriate. In some cases, OSFI and these organizations prepare joint 
responses to identified problems. 


Future steps in the development of performance indicators include expanding 
the intervention self-assessment to include all institutions, not just staged 
companies. As well, the effectiveness of OSFI’s performance indicators will be 
tested by comparing them with other internal and external ratings of institutions, 
and assessing results with improved OSFI data on time spent supervising various 
institutions. 
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THE EVALUATION OF OSFI’S PERFORMANCE BY 
EXTERNAL ORGANIZATIONS IS IMPORTANT TO HELP 
GAUGE HOW EFFECTIVELY OSFI IS FULFILLING ITS 
LEGISLATED MANDATE. THIS SECTION REVIEWS MAJOR 
ACTIVITIES UNDERTAKEN OVER THE PAST YEAR TO 
DETERMINE THE OPINIONS OF STAKEHOLDER GROUPS 
AND OTHER IMPORTANT ORGANIZATIONS CONCERNING 
OSFI’s EFFECTIVENESS AND ACCOUNTABILITY. 


IMF PEER REVIEW 


In May 1999, the International Monetary Fund, in conjunction with the World 
Bank, implemented a pilot Financial Sector Assessment Program (FSAP) 
designed to strengthen surveillance of IMF members’ financial systems. Canada 
agreed to be the first major industrialized country to undergo such an assessment. 
A prominent feature of the FSAP was a peer review of Canada’s observance 
and implementation of the Basel Core Principles, carried out by experienced 
bank supervisors from the Board of Governors of the Federal Reserve System 
(United States), the Central Bank of Brazil and the Deutsche Bundesbank 
(Germany). In support of the Minister of Finance, OSFI played a major role in 
developing the supervisory peer review concept and working with the IMF 
and World Bank to incorporate it into the FSAP process. 


The IMF peer review of Canada concluded there is a high degree of compliance 
with applicable standards, which has contributed to Canada’s stable financial 
system. The report noted minor deviations from the Basel principles. These 
were already being addressed in proposed legislative changes that were 
announced in June 1999 and subsequently introduced by the Government of 


Canada in June 2000. 


As part of the IMF review, an assessment was conducted of OSFI’s performance 
against a set of principles published in 1997 by the International Association of 
Insurance Supervisors ([AIS). The IAIS assessment methodology was still under 
development at that time and the IMF, for operational reasons, did not use 
peer review for this part of its work. However, the IMF report on OSFI noted 
that there was broad compliance with all IAIS principles. 


In the context of the FSAP and based on the self-assessments provided by Canadian 
authorities, the IMF produced the Report on the Observance of Standards and Codes, 
which reviews Canada’s observance of international standards. This IMF report can 
be found on the IMF Web site at www.imf.org/external/np/rosc/can/index.htm. 


| Pusuic Opinion Survey sd OPINION SURVEY 


An important element in tracking OSFI’s performance and helping promote 
accountability is the commissioning of independent surveys of selected external audiences 
to determine their views on OSFT’s performance. 


In 1997, OSFI commissioned a national public opinion poll of Canadian adults to 
determine their level of confidence in the safety of money placed with Canadian 
financial institutions. This survey, to be conducted periodically, was performed 
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for the second time in late 1999. Similar questions were asked during surveys 
conducted in 1986 and 1993. 


In the 1999 survey, 84 per cent of respondents said they were confident about 
Canada’s financial system. This figure is slightly below the 88 per cent reported 
in the 1997 survey, but the decline is not significant in statistical terms. Indeed, 
confidence remains at a high level and within the range observed by the 
polling agency in similar surveys dating back to the mid-1980s. 


Other government agencies, in addition to OSFI, have the capacity to contribute 
to public confidence in Canada’s financial system. Public confidence is also 
influenced by domestic and international factors beyond the direct control of 
government agencies. Although it is not possible to determine the specific 
contribution of government agencies to maintaining public confidence, recent 
events in other countries have demonstrated that such confidence likely suffers 
when regulatory agencies are not performing at a satisfactory level. OSFI will 
continue to monitor the levels of public confidence in the Canadian financial 
system to help assess how effective it is in achieving its objectives. 


me Errecriveness Sunvey 


In 1998 OSFI commissioned a leading market research firm to conduct OSFI’s 
first Effectiveness Survey. The survey consisted of interviews of senior executives 
in institutions regulated by OSFI and in professional firms that serve the financial 
sector to determine their views on OSFI’s effectiveness. This survey, which will 
be conducted periodically, was performed a second time in the spring of 2000. 


The 1998 survey found that OSFPs performance was well regarded by respondents. 
They viewed OSFI as a serious, consultative regulator that is perhaps the best in 
Canada. However, they expressed concern about OSFI’s high staff turnover and 
its ability to adapt to the rapidly changing financial sector. 


The 2000 survey indicates that OSFI’s performance as a regulator is now even more 
highly regarded by respondents than in 1998. This is a good indication that the many 
organizational and procedural changes made over the last five years have been effective. 
These changes have also contributed to a significant reduction in employee turnover. 


However, in the spring 2000 survey, executives expressed concerns similar to those 
noted in the 1998 survey. Although a significant number of respondents indicate 
they believe OSFI employees are knowledgeable about the areas for which they 
are responsible and that OSFI’s risk-based examinations are effective, they continue 
to believe OSFI must improve its staff training and its ability to hire, develop and 
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retain qualified employees. Two-thirds of respondents also expressed concerns 
about OSFI’s ability to keep pace with changes in the financial sector. 


OSFI shares the concerns expressed by respondents to this survey and has addressed 
them through a number of initiatives. Two such activities are the creation of the 
Specialist Support Sector and improvements to OSFI’s training programs. The eight 
divisions of the Specialist Support Sector (Accounting, Actuarial, Capital, Capital 
Markets, Compliance, Credit Risk, Financial Analysis and Data Management, and 
Financial Services Technology) provide specialized technical assistance to supervision 
teams and focus on the identification of emerging risks. OSFI’s new and more 
comprehensive training programs provide in-depth training in supervisory areas 


where there has been significant change. 


EMPLOYEE SURVEY 


OSFI developed and completed its second employee survey this year to assess employee 
satisfaction. The specific objectives of the survey were to determine the “climate” of the 
organization, compare the findings with a similar 1997 survey to identify further areas 
where improvements could be made, and provide additional data to track human 
resource programs over the next year. 


Responses this year were generally more positive than in 1997. Of the 22 comparable 
issues on which respondents were questioned, the responses to 19 were more positive 
and only one was mote negative. The responses to the remaining issues did not change. 


OSFIs strengths indicated by this year’s survey included: permitting employees 
to take personal responsibility for training and career development; employee 
benefits; supervisory effectiveness; making it possible for employees to contribute 
to corpotate objectives because of an understanding of OSFI’s mission and 
values; the ability of employees to communicate in the official language of 
their choice; and general satisfaction. 


In addition to comparing this year’s results to those obtained in 1997, some survey 
items were also compared to an external Canadian database of representative private 
sector and public sector employers. Of the 32 survey items compared, OSFI employees 
rated six items significantly more positively than did Canadians in the general working 
population. Four survey items wete more negative than in the general population; 
there were no significant differences between the remaining items. 


Although OSFI demonstrated several areas of strength, the survey results indicated 
that the following issues remain a challenge for OSFI: performance pay; fait pay; 
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performance management; leadership effectiveness; and effective staffing. A 
comprehensive plan, including the on-going use of an Employee Advisory Group, will 
be developed by OSFT’s executive to make further progress on these important tssues. 


OSFI Apvisory BOARD 


For private sector corporations, as well as financial regulatory agencies in 
many other jurisdictions, governance provided by a Board of Directors is a 
cornerstone of their accountability framework as it instills a heightened level of 
corporate discipline and rigour. 


As a means of further enhancing its accountability, OSFI is establishing an Advisory 
Board that will provide counsel to the Superintendent on a wide range of issues related 
to OSFI’s internal operations and overall areas of responsibilities. 


During 1999-2000, OSFI laid the groundwork for the creation of an Advisory 
Board. Seven board membets, representing a wide range of financial sector 
expertise and senior management and operational experience, were selected 
in mid-2000. The Superintendent will initially chair this advisory body, and it 


is expected that the inaugural meeting of the Board will be held in October 
2000. 


The Board will not be privy to any institution-specific information, and individual 
Board members will be subject to conflict of interest and confidentiality rules. 
The Board will not involve itself in financial sector policy issues or in other 
matters that are ministerial responsibilities. 


Although OSFT’s Board will be advisory in nature, its scrutiny of OSFI’s plans and 


priorities will help to ensure OSFI is well positioned to meet its mandate and strategic 
objectives. 


The new Board will provide the Superintendent with a valuable industry perspective on 
the changing realities of the financial services sector. This input will be important in 
assisting OSFI to maintain its effectiveness and to find the right balance in its 
supervisory policies between safety and soundness, on the one hand, and 
competitiveness and flexibility on the other. 
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OSFI Apvisory Boarp - ROLE AND MANDATE 


The OSFI Advisory Board has been established to advise the Superintendent on a wide 
range of issues related to OSFI’s internal operations and general accountabilities. 


A primary objective of the Board is to provide the Superintendent with advice on appropriate 
plans and priorities to ensure OSFI is well positioned to meet its broad organizational 
objectives. 


The Board will also provide the Superintendent with an industry perspective on the changing 
realities of the financial services sector. This input will be instrumental in assisting OSFI to 
maintain its effectiveness and ability to be forward thinking. 


Guidance from the Board is likely to be sought in several areas: 


¢ material issues relating to OSFI’s internal operations, including finance or administrative 
policies that affect regulated institutions (e.g., cost recovery systems) and substantive 
human resource matters (e.g., processes for attracting, evaluating and retaining qualified 
staff); 


OSFI’s business plans, strategic plans and related matters such as performance measures 
or internal streamlining initiatives; 


new supervisory or regulatory policy directions and strategic priorities (e.g., changes to 
the supervisory framework, selected regulatory policies); 


OSFI’s participation in international groups or forums; 


communications-related issues, including OSFI’s relationships with external stakeholders 
and its overall communications plan; 


trends and emerging risks in the financial services sector and their impact on OSFI’s 
research initiatives. 


The OSFI Advisory Board currently consists of seven members, and will meet three to four 
times per year. The Superintendent is acting as Chairperson; however, in time, a Board 
member could be requested to assume the role of Chair. Directors have been appointed for 
a three-year term and are being paid competitive stipends for their work. 


The composition of the Board reflects a range of experience and backgrounds — including 
members with financial sector expertise, as well as individuals with senior management or 
operating experience in a related field, a professional designation or other relevant skill-set. 
Conflict of interest and confidentiality rules will apply. As the Board is advisory and will not 
make decisions concerning individual institutions or groups of institutions, directors may 
own shares of regulated financial institutions and are not precluded from involvement in the 
management or oversight of a regulated financial institution. 
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OSFI Is CONTINUALLY 
REVIEWING ITS OPERATIONS AND 
PROCEDURES TO DETERMINE 
HOW THEY CAN BE MADE MORE 
[TRANSPARENT AND EFFICIENT. 
THIS SECTION HIGHLIGHTS SOME 
OF OSET’s MAJOR EFFORTS 
OVER THE PAST YEAR TO 
IMPROVE ITS PERFORMANCE AND 
ACCOUNTABILITY. 
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OSFI worked closely with the Department of Finance on legislative changes to 
streamline the approval process for many transactions currently requiring the 
approval of the Superintendent. The results of this work are contained in Bill 
C-38, introduced in the House of Commons on June 13, 2000. The Bill sets out 
a deemed approval process. 


Under the proposed deemed approval process, when institutions file an 
application with OSFI, the Superintendent will have a maximum 30-day period 
to raise concerns, seek further information or indicate that there will be a 
delay. If none of these actions is taken, the transaction will be deemed to 
have been approved. The Superintendent can also explicitly approve the 
transaction before the end of the 30-day period. 


OSFI will publish information requirements for each approval under the Act to 
increase transparency and help ensure there are no delays due to inadequate 
information. 


Processing applications against time frames is a significant step forward and 
will create the basis for measuring OSFI’s performance in this area. Performance 
measures will be developed using data collected from a new system designed 
to track the status of applications, including any reasons for delay. For the first 
time, OSFI will be able to assess how efficiently it deals with applications and 
will have information that will form the basis for developing solutions to any 
problems in the application process. 


Although legislative changes are required to implement fully the deemed 
approval concept, OSFI will be adjusting its internal procedures to reflect the 
30-day time frames in advance of the passage of legislation. 


Cost-BENEFIT ANALYSIS 


Sound regulation is fundamental to the maintenance of a stable and competitive 
financial system. On a theoretical level, the optimal amount of regulation is 
straightforward. It is that level at which the costs of more regulation will exceed 
the benefits of the added regulation or, in other words, when added regulation 


is no longer cost-effective. 


Unfortunately, there is no easy way to assign numerical values to the costs and 
benefits of regulation. Work is ongoing in many economies, most notably in 
the United States and the United Kingdom, to measure the impact of regulation 
on the economy. In fact, recent legislation establishing the Financial Services 
Authority (FSA) in the United Kingdom requires the FSA to conduct cost- 
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benefit analysis in discharging its functions. The FSA is required to publish an 
estimate of the costs and an analysis of the benefits of its proposals whenever 
their impact is likely to be more than a minimal increase in the costs of those 
affected. 


OSFI recognizes that regulatory measures impose costs on the economy, costs 
that ate incurred in anticipation of benefits to be generated by the regulatory 
measures. OSFI is committed to operating in a cost-effective way and intends 
to add cost-benefit analyses to its decision-making “toolkit.” 


Cost-benefit analysis is a well established discipline of applied economics and 
has long been used by government agencies in Canada as an appraisal tool 
for policy evaluation. Use of cost-benefit analysis, even when numerical estimates 
cannot be made with precision, provides a valuable framework to identify, 
target and check the impacts of regulatory measures that OSFI proposes. It also 
provides a useful format to focus consultation with stakeholders and contributes 
to the accountability of OSFI. 


OSFI is currently working with sister agencies in Australia and the United 
Kingdom to develop a practical approach to cost-benefit analysis in the financial 
services sector, and will involve stakeholders and other sister agencies in those 
efforts. 


P Wen Site REDESIGN, SITE RE-DESIGN 


OSFI opened its Internet Web site in October 1996, and was one of the first 
regulators to do so. 


In the autumn of 1999, OSFI embarked on a project to re-design its Web site. 
This project will enhance the transparency of OSFI’s activities and take better 


advantage of this medium’s ability to make information readily accessible in a 
cost-effective manner. 


In addition to planning several changes based on expetience with the site and 
best practices used by other Web sites, OSFI conducted a sutvey of its stakeholders 
to obtain their opinions and determine their information requirements. Work 
is well under way and the launch of the re-designed site is expected during the 
summer of 2000. 
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Usrer-Pay ASSESSMENT FOR SELECTED SERVICES 


Following extensive consultation with financial institutions and their industry 
associates, OSFI introduced a program of charging individual financial 
institutions for selected services. In Phase One of this program, which went 
into effect on January 1“, 1999, OSFI began charging fees for certain 
corporate approvals. 


OSFI commenced Phase Two of its user-pay program in 1999. During this 
phase, OSFI is evaluating the fairness of its current methodology for assessing 
costs to financial institutions and is considering the introduction of assessment 
surcharges to recover directly from problem institutions additional costs 
associated with enhanced supervision. OSFI ts also currently evaluating penalty 
fees for late or erroneous filings of financial and non-financial returns. 


In the summer of 1999, OSFI established an Industry Advisory Committee, 
composed primarily of representatives of the industry associations. The 
committee was established to provide an effective vehicle for the associations 
and their members to offer constructive comments and suggestions on the 
vatious issues being dealt with in Phase Two. The goal is to implement any 
changes to the current assessment methodology commencing on April 1", 


2001. 


In April 2000, OSFI added user fees for selected new activities and increased 
certain Phase One user fees. These user fees also cover charges paid to the 
Chief Actuary for actuarial services. 
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TWO IMPORTANT AREAS IN WHICH OSFI 
NOT ONLY MAKES THE GRADE, BUT ALSO 
STRIVES TO EXCEL, ARE OFFICIAL 
LANGUAGES AND EMPLOYMENT EQUITY. 
THIS SECTION PRESENTS HIGHLIGHTS OF 
HOW WE SCORED ON THESE ISSUES IN 
1999-2000. 
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| Orriciat Lancuaces Report LANGUAGES REPORT 


The following are among the accomplishments noted in OSFI’s last Annual Report on 
Official Languages: 


- OSFI has met the 100 per cent capability to serve the public in both official 
languages through the implementation of 1-800 telephone information service for public 
inquiries. This service automatically connects callers to the Ottawa office where bilingual, 
informed staff are available to answer their questions. 


- Although OSFI meets the average representation of francophones in all categories, 
its representation of francophones in the administrative support category exceeds the 
Public Service average for this group. 


EMPLOYMENT EQUITY 


OSFI is proud of the diversity of its work force and understands the importance 
of promoting employment equity. The Human Resources initiatives implemented at 
OSFI are consistent with employment equity practices. The four target groups for 
employment equity policies and programs are women, aboriginal peoples, persons 
with disabilities and visible minorities. All these groups are well represented at OSFT. 
The total percentage of women at OSFI exceeds the national rate, and OSFI has 
increased the hiring of women into the Management category by 15 per cent. As for 
the other target groups, their representation at OSFI either meets or exceeds the overall 
national or availability rate. 


OSFI ANNUAL REPORT 1999-2000 | 27 


THE FOLLOWING SECTIONS 
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HIGHLIGHT OSFT’s Major 
ACTIVITIES AND ACHIEVEMENTS 


OVER THE 1999-2000 FISCAL 
YEAR. 


TAKING STOCK 
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On June 13, 2000, the Government of Canada introduced legislation reforming 
the policy framework for the financial services sector. This legislation follows 
the government’s June 1999 policy paper, Reforming Canada’s Financial 
Services Sector: A Framework for the Future. 


Among other matters, the legislation provides greater structural flexibility for 
federally regulated financial institutions through the introduction of an expanded 
permitted investment regime and a regulated holding company option for 
large banks and large demutualized insurance companies. In addition, it 
lowers the entry requirements for new financial institutions, removes some of 
the barriers to closely held ownership of small banks, and allows larger share 
participations in large banks, which increases the scope for strategic alliances. 


The legislation also provides OSFI with more powers that will enhance its 
ability to deal with problem situations. 


ee Demuruaizarion 


In March 1999, the Government of Canada passed legislation and made 
regulations allowing Canada’s large mutual life insurance companies to convert 
into companies with publicly traded common stock — a process called 
demutualization. In the conversion to a stock company, eligible policyholders 
in the mutual companies could either become shareholders or elect a cash 
payment in lieu of shares. 


The four largest mutual insurance companies converted to stock companies in 
1999 and early 2000. OSFI played an active role to help ensure policyholders 
were protected during this process. Specifically, OSFI worked with the relevant 
companies to ensure policyholder information was prepared in a plain-language 
format and approved the material that was sent to policyholders to help them 
form a reasoned judgement on demutualization. OSFI also required the 
companies to provide expert opinions on the value of the company and whether 
the method of allocating that value to policyholders was fair and equitable. 


Finally, OSFI established a toll-free telephone information service to assist in 
responding to policyholder questions on demutualization. During the fiscal 
year, a total of 8,368 consumer enquiries were received by OSFI regarding 
demutualization. 
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|New SupERVISORY FRAMEWORK SUPERVISORY FRAMEWORK 


During the year, OSFI continued to implement its revised supervisory methodology, 
with full implementation occurring in stages as OSFI personnel gain experience 
with the new approach. 


The Supervisory Framework, which provides an outline of OSFI’s revised supervisory 
methodology, was distributed to relevant financial institutions in August 1999, for 
information and to invite comments. In addition, meetings were held with various 
industry groups to discuss the Framework and respond to questions about the 
revised methodology and its impact on OSFI and on institutions. 


An important feature of the Framework will be increased transparency through 
supervisory ratings. Once evaluation criteria and definitions have been developed 
in consultation with the industry, individual institutions will be provided with their 
composite ratings and ratings for each of the applicable risk management control 
functions. 


MCCSR GuIDELINE REVIEW FOR LIFE INSURANCE COMPANIES 


In 1999, in collaboration with the Canadian Life and Health Insurance Association 
(CLHIA), OSFI undertook a review of the Minimum Continuing Capital and 
Surplus Requirements (MCCSR) Guideline. As a result of this process, OSFI 


issued a discussion paper in January 2000 on capital adequacy requirements for 
life insurance companies. 


The discussion paper concluded that fundamental changes to capital adequacy 
requirements for life insurance companies are not necessary at this time and that 
the existing formula provides the flexibility required to address emerging issues. 
However, the review highlighted a number of priority issues to be addressed 
and work is underway to develop appropriate requirements for those risks. OSFI 
also advised the industry that a capital requirement for segregated fund guarantees 
will be finalized for application at the end of 2000. 


IM/IT Stratecic PLAN 


During the year, OSFI continued to build the Information Management/Information 
Technology (IM/IT) environment called for in OSFT’s Strategic Plan. The objective of 


this work is to put in place a set of integrated technologies, readily adaptable to the 
work processes and information needs of employees. 
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Ultimately, OSFI’s IM/IT environment will feature a standard “tool set” on all 
desktop computers or notebooks, which will allow users to create, store, 
manipulate, search for, retrieve, distribute/share and re-use information 
seamlessly and productively wherever they are working. When advancements 
in firewall and other security mechanisms permit, this will be accomplished 
through the linkage of “OSFINet”, OSFI’s Intranet site, to the Internet. 


Once in place, the new environment will facilitate electronic collection, 
distribution and sharing of information with all of OSFI’s stakeholders. New 
technologies will be used to consolidate OSFI’s information holdings into an 
integrated knowledge base, with tools that allow users to easily search, find, 
retrieve, manipulate and store data. OSFINet will be used as the standard or 
common window to access information in the knowledge base. 


MINIMUM CAPITAL TEST FOR P&C INSURERS 


Under the aegis of the Canadian Council of Insurance Regulators (CCIR), OSFI 
worked with supervisors in Alberta, Ontario and Quebec during the year to 
develop a harmonized, risk-based capital adequacy test for Canadian property 
and casualty insurers. The proposed Minimum Capital Test (MCT) will replace 
the four separate solvency tests that currently exist under federal and provincial 
legislation, and is scheduled to take effect by year-end 2001. 


This proposal was issued to the industry for comment on February 28, 2000. 
The industry will have further opportunities to comment following the collection 
of data on a trial basis for both the 1999 and 2000 year-ends. The CCIR Task 
Force will review the comments received and the data, and intends to issue a 
final guideline before the end of 2001. 


INTERNATIONAL ACTIVITIES 


OSFI is an active member of the Basel Committee on Banking Supervision, 
which for a number of years has been the acknowledged standard-setter for 
international banking supervision. The Basel Committee’s current focus is on 
improving the 1988 Basel Capital Accord. The Capital Accord is an international 
minimum standard agreed to by G-10 bank supervisors and implemented in 
most countries around the world. OSFI is a member of seven of the Committee’s 
technical groups and task forces. Most of these working groups and task 
forces are developing the components of the new Capital Accord that the 
Committee expects to conclude over the next two years. 
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Throughout 1999-2000, OSFI also participated in International Association of Insurance 
Supervisors (IAIS) training seminars and committees. In particular, OSFI helped draft 
the paper on insurance for the Financial Stability Forum and the methodology to 
accompany the insurance Core Principles. In December 1999, John Thompson, then 
a Deputy Superintendent of OSFI, retired from the position of [AIS Past-Chairman of 
the Executive Committee. 


OSFI continued its participation in the Joint Forum, made up of bank, insurance and 
securities regulators from 13 countries. The Forum has examined supervisory issues 
atising from the activities of financial conglomerates and has released a number of 
papers setting out best practices and techniques. 


In other activities, Superintendent John Palmer served, along with representatives of 
the Department of Finance and the Bank of Canada, on the Financial Stability Forum 
(FSF). The FSF was created by G-7 Finance Ministers in April 1999 to foster and 
coordinate international financial stability. Mr. Palmer also chaired an international 
working group created by the FSF to study and make recommendations on the role of 
offshore financial centres in the context of international financial stability. 


In May 1999, OSFI participated in the inaugural Integrated Supervisors Conference, 
hosted by the Australian Prudential Regulation Authority in Sydney. Integrated supervisors 
have responsibility for regulating more than one financial sector industry, including, at 
minimum, banks and insurance companies. OSFI hosted the second such conference 
in Toronto in May 2000. OSFI also continued to participate in the governance and 
program delivery activities of The Toronto International Leadership Centre for Financial 
Sector Supervision, which, in 2000, added securities, insurance and conglomerate 
supervision to its portfolio of courses. 
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OFFICE OF THE CHIEF ACTUARY 


The Office of the Chief Actuary (OCA) has responsibilities that are significantly 
different from those of the other sectors within OSFI. Rather than fulfilling a regulatory 
or supervisory function, the OCA provides actuarial services for a variety of programs. 
These programs include the Canada Pension Plan (CPP) and Old Age Security (OAS), 
and pension and benefits plans covering members of the federal Public Service, the 
Canadian Forces, the Royal Canadian Mounted Police, federal judges and Members of 
Parliament. 


In addition to preparing statutory actuarial reports on the financial status of the plans, 
the OCA provides the relevant government departments with actuarial advice on the 
design, funding and administration of these plans. OCA clients include Human 
Resources Development Canada, Finance, Treasury Board, Public Works and 
Government Services, the Canadian Forces, the RCMP and Justice. 


In April 1999, a panel of three experienced, independent actuaries completed a formal 
review of the Seventeenth Actuarial Report on the CPP. The OCA has since worked 
actively on each of several recommendations flowing from this review. 


In March 2000, the OCA hosted “Demographic and Economic Perspectives of Canada, 
Years 2000-2050,” the first seminar designed to broaden the OCA’s sources of advice 
and opinions concerning the assumptions made in preparing the CPP report. 


A policy for supplying actuarial information and services on the CPP was adopted in 
April 2000. It standardizes the practices and ensures transparency in theit operation. 


Specific services provided during the year include: 


in February 2000, the OCA provided the Department of Finance with an actuarial 
cost certificate on the effects of Bill C-23, which amends the CPP to extend the 
definition of a common-law relationship to include same-sex couples; 


the Fourth Actuarial Report on the OAS was tabled in Parliament in June 1999; 


the actuarial report on the pension plan of the Members of Parliament was tabled 
in November 1999; 


actuarial advice was provided to the Government of Canada in connection with 
the 1999 Judicial Compensation and Benefits Commission; and 


ongoing advice and support was given to the Pension Advisory Committees 
of the Public Service, the Canadian Forces and the RCMP pension plan. 
Each Committee provides advice on the design, administration, and funding 
of the plan to the relevant Minister. 
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Deposit-taking Institutions: Deposit-taking institutions accept money from 
individuals or corporations in the form of deposits or similar financial instruments 
that are repayable at some time in the future. In Canada, banks, trust and loan 
companies, and credit unions are deposit-taking institutions. 


MCCSR: The Minimum Continuing Capital and Surplus Requirement is a measure 
of capital adequacy for life insurance companies. It is a risk-based minimum 
requirement determined by applying factors for a number of risk components 
to specific on- and off-balance sheet assets or liabilities. 


Regulation: Regulation is the setting of rules of good prudential behaviour for 
financial institutions and pension plans. This involves input into developing 
and interpreting legislation and regulations, issuing guidelines and considering 
requests from institutions and pension plans, as required by law. 


Staging (Staged Institutions): Staging is OSFI terminology for placing an institution 
on a gtaduated watch list, where each stage indicates more serious financial 
difficulty and more aggressive supervisory intervention. Five stages are outlined 
in the Gwde to Intervention for Financial Institutions. Staged institutions are 
those where problems have been identified (Le., at Stage 1 or higher). 


Supervision: Supervision involves assessing the safety and soundness of financial 
institutions, providing them with feedback and intervening in a timely manner to 
achieve OSFI’s mandate. This entails the evaluation of risk profiles, financial 
condition, risk-management processes, and compliance with applicable laws and 
regulations. 


Minimum Capital Test: The Minimum Capital Test (MCT) is a proposed tisk- 
based capital adequacy test for Canadian and provincial property and casualty 
insurers. The MCT is intended to replace the four separate asset-based solvency 
tests that currently exist under federal and provincial legislation. Compliance 
with the MCT is planned for year-end 2001 reporting. 
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ANNEX | — 1999-2000 FINANCIAL STATEMENTS 


As part of OSFI’s accountability framework, a full and open dialogue is maintained 
with its stakeholders on the costs and benefits associated with fulfilling its mandate. 
Each year, OSFI explains its budget to industry stakeholders and seeks their input for 
the asset- or premium-based assessments on the industry and the modified user-pay 
program from which OSFI secures the bulk of its revenue. 


BREAKDOWN OF REVENUE BY INDUSTRY TYPE 
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Office of the Superintendent of Financial Institutions 


Actual Expenditure by Budget Item 


1999-2000 1998-1999 
SALARY 
Salary 33,018,628 30,711,090 
Overtime 161,471 94,097 
33,180,099 30,805,187 
TRAINING 
Travel - Training 265,868 238,091 
Training and Development 996,614 784,920 
1,262,481 1,023,011 
OTHER EXPENSES 
Travel - Regular 1,640,245 15585;795 
Relocation 323,438 80,493 
Liquidation expenses 1,265,246 969,516 
Postage and couriers 108,106 105,092 
Telephones and paging services 358,384 359,620 
Advertising services and Publishing 214,198 160,396 
Printing 166,031 140,386 
Professional and membership fees 279,512 107,283 
Credit consultants fees & expenses M73, 120 212,597 
Meetings & hospitality 79,768 68,149 
Temporary help 229,714 150,471 
Other contracts 2,136,260 1,836,493 
Rental 112,060 its} exsks} 
Accommodation 3,145,639 3,172,904 
Tenant services 133,446 82,249 
Subscription and reference books 228,478 203,160 
Stationary and office supplies 290,817 7EXBXS\. CYT 
Office equipment, furniture and fixtures 568,167 70,383 
Miscellaneous 78,785 143,775 
EDP consulting contract 634,602 845,565 
EDP hardware/software 1,417,055 1,278,149 
EDP other 590,622 406,422 
Reorganization cost Ui Taek 0N6) 2,877,584 
Demutualization expenses 4,368,196 4,014,867 
20,321,197 19,173,669 
TOTAL EXPENDITURES 54,763,778 51,001,867 
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| ANNEX 2 - ComPLaINTS AND ENQUIRIES 2 — COMPLAINTS AND ENQUIRIES 


Under the OSFI Act, OSFI is required to include in its annual report information 


respecting complaints and enquiries from consumers of financial institutions who have 
contacted OSFI. 


OSFI’s Complaints and Enquiries Unit responds to all enquiries or complaints 
consumers may have regarding federally regulated financial institutions and 
pension plans. By law, financial institutions are required to establish specific 
procedures for handling customer complaints. These procedures must be readily 
available to customers and must include information on how to contact OSFI. 


When someone contacts OSFI, a complaints and enquiries officer analyzes the 
situation and, whenever possible, offers suggestions on how it can best be handled. 
Officers often respond directly to enquiries that are of a general nature. Complaints 
of enquiries that are more specific or relate to a specific institution are directed to 
individuals in the relevant institution. Many financial institutions have an ombudsman 
who offers an impartial appeal process for dissatisfied customers. 


OSFI’s toll-free telephone service, which has been available for the past five years, 
has resulted in a significant increase in the number of enquiries or complaints 
received. OSFI also receives complaints and enquiries through the mail and via 
the Internet. As indicated below, OSFI received 20,512 enquiries and 4,014 
complaints during 1999-2000; 22,662 were received by telephone. 


OSFI CompLaINnTs AND ENOUIRIES — ApRIL 1, 1999 To Marcu 31, 2000 


Banks Trust & Loan Life & P&C Pensions Redirected Total 
Equiries 

ENQUIRIES 2,945 436 8,897' 1,241 6,991 20,512 
COMPLAINTS 
Cost of Borrowing 17 1 0) 0 - 18 
Service Charges 248 23 5 0 - 276 
Quality of Service 502 29 22 0 - 553 
Small Business 141 9 1 0) - 151 
Legal/Contractual/ 

Products? 2,128 250 298' 0 - 2,676 
Tied Selling Issues 8 1 0 0 - fe) 
Other® 125 11 123 72 - 331 
TOTAL COMPLAINTS 3,169 324 449 72 - 4,014 
TOTAL ENQUIRES AND COMPLAINTS 24,526 


1 A large part of the calls and correspondence received for the life insurance industry relates to the demutualization 
process of the four insurance companies that occurred during the reporting period. 

2 Legal/contractual/products: automatic banking machines (ABMs), accounts, credit cards, estate issues, insurance policy 
issues, investment products, loans, mortgages and privacy issues. 

3 This category includes: financial status/stability, general information, legislation/regulations/guidelines, non-OSFl-related 
issues and OSFl-related issues. 
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ANNEX 3 — DISCLOSURE OF INFORMATION 


Under the OSFI Act, the Superintendent is required to report to Parliament each year 
on the disclosure of information by financial institutions and the state of progress in 
enhancing the disclosure of information in the financial services industry. 


OSFI’s ROLE IN ENHANCING DISCLOSURE 


OSFI contributes to and promotes effective disclosure by publishing financial 
information directly, providing guidance to institutions on their disclosure and 
contributing as members of international supervisory groups that provide industry 
with guidance on best practices. 


For several years, OSFI has released selected financial regulatory information on federally 
regulated financial institutions (FRFIs) through Ivation Datasystems Inc., a private- 
sector commercial database company that makes the information available to the public 
for a fee. In addition, OSFI publishes on its Web site a year-end balance sheet and 
income statement for each FRFI. Currently, OSFI is considering ways to enhance the 
financial information available — at no charge — on its Web site to ensure the information 
is substantially the same as that available from Ivation. 


In 1997, OSFI issued disclosure guidelines to federally regulated deposit-taking and life 
insurance institutions. The guidelines outline minimum levels of disclosure of financial 
information, as well as information relating to risk management and control practices. 
The guidelines are intended to supplement the disclosures required by the Canadian 
Institute of Chartered Accountants (CICA) Handbook and other OSFI guidelines. 


OSFI participates in the Transparency Group of the Basel Committee on Banking 
Supervision. The mandate of the Transparency Group is focussed on promoting market 
discipline. In fulfilling this mandate, the group develops best-practice guidance for 
disclosure by banks and conducts surveys on annual report disclosures made by large 
internationally active banks. Historically, OSFI’s detailed reviews of the major Canadian 
banks’ annual report disclosure have resulted in generally favourable findings when 
compared to their international peers. 


OSFI is a member of the International Association of Insurance Supervisors (IAIS). 
The IAIS Task Force on Enhanced Disclosure is developing a paper dealing with 
disclosure principles for insurance companies. This paper should be finalized during 
2000, after which work will begin on the development of a more detailed standards 
paper. In addition, the [AIS Accounting Subcommittee has been providing input from 


a supervisory perspective to the International Accounting Standards Committee’s project 
on insurance accounting. 
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In June 1999, the Basel Committee on Banking Supervision, the Committee on the 
Global Financial System of the Group of Ten central banks, the IAIS and the 
International Organisation of Securities Commissions established the Multidisciplinary 
Working Group on Enhanced Disclosure. The Working Group is exploring the merits 
of enhanced disclosure through a pilot study involving a sample of leading financial 
intermediaries covering the full spectrum of financial activities. OSFI is coordinating 
the participation of two Canadian financial institutions in this pilot. 


Focus ON LIFE INSURANCE DISCLOSURE IN 1999 REVIEW 


Significant changes occurred in the Canadian insurance industry in 1999-2000. The most 
ptofound change resulted from the demutualization of four large life insurance companies. 
This has resulted in the federally regulated life insurance industry evolving from an 
industry dominated by a few large mutual companies to one that is dominated by stock 
companies. As the life insurance industry becomes more focussed on maximizing 
shareholder value and analysts become more familiar with the life insurance industry, 
there will be increased demand for detailed disclosure. As a result, OSFI directed the 
focus of its 1999 disclosure review to the life insurance industry. In the future, OSFI 
intends to turn its attention to a review of disclosures made by Property and Casualty 
insurance companies. 


OSFI reviewed a sample of 1999 annual reports of large federally regulated life insurers. 
Although the review found these companies were in general compliance with the Aznual 
Disclosure Requirements (Life Insurance Enterprises), Guideline D-1A, OSFI believes 
improvements could be made in the level of detail provided. The following represents 
graphically the large life companies’ compliance with the components outlined in D-1A: 


DISCLOSURE - LARGE CANADIAN LIFE COMPANIES 


Quantitative 


ee Ponttolio iBv-mv) 
aS impairment 


Risk Control 


Policy Liabilities 
ee interest Rate 
Me Creat 

pi hae ea Reinsurance 

Ss Foreign Exchange 
as  Liqicity 


Total Rating 
ea overall Rating 
No Disclosure ————————. Minimum Disclosure -—————_ Detailed Disclosure 
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OSFI found that the life industry has made strides in demystifying the general 
risk concepts associated with policyholder (actuarial) liabilities and the risks 
associated with their resultant cash flows. However, further progress is required 
to clarify the risks and the controls. Detail and discussion of underlying 
methodologies, assumptions and analytical techniques in deriving the 
policyholder liabilities would make the disclosure more meaningful. For 
example, the assumptions used in calculating the PfAD (the provision for 
adverse deviation included in the actuarial liabilities) and the MAD (the 
calculated margin for adverse deviation added to each assumption) could 
have a significant impact on both earnings and the level of reserves. Disclosure 
of such details will be in demand by industry analysts as their understanding 
of the insurance industry grows. 


OSFI believes large insurance companies should provide a clearer picture of 
the participation of the Board of Directors in the monitoring and control of risk 
within each institution. Generally, the current involvement of the Board has 
been disclosed in broad statements with little, if any, detail. OSFI expects there 
will also be pressure to provide this information as equity analysts start to place 
more weight on management effectiveness and Board oversight in differentiating 
the risks associated with individual industry players. 


A random review of the 1999 annual statements of smaller Canadian life 
insurers, foreign life branches and fraternal associations, all of which are subject 
to guideline D1-A, was also conducted. The results of OSFI’s review indicated 
much less detailed disclosure, which generally met only the minimum level of 
compliance with OSFI’s guideline. Often, the disclosure was devoid of 
management discussion and analysis, with little or no information provided on 
Board oversight. In recognition of these weaknesses, OSFI continues to work 
with the industry to enhance the industry level of disclosure. 


CO-ORDINATED EFFORTS TO ENHANCE ACTUARIAL DISCLOSURE 


Several years ago, the Canadian Institute of Actuaries (CIA) and the Canadian 
Institute of Chartered Accountants (CICA) agreed on the form of a disclosure 
statement to be included by Canadian life insurance companies in the notes to 
published financial statements. The note discloses the nature of the risks to 
which the insurer is subject and contains a discussion of provisions in the 
statements to provide for these risks. However, the note does not usually 
contain specific disclosure of related financial information. 


Through the CIA Committee on the Role of the Appointed Actuary, of which 
OSFI is a member, steps ate being taken to promote disclosure of actuarial 
financial information. The committee has recently resumed its study of 
approaches toward financial disclosure and is receiving input from the CICA. 
In particular, the committee is developing a guideline on the disclosure of 
Embedded Value. It is expected that the larger life insurers will begin to 
disclose Embedded Value information in the next two years. 
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LIFE INSURANCE SEMINAR 


In the belief that increased financial disclosure and the resultant increased 
market discipline will act to strengthen companies, OSFI will sponsor a seminar 
aimed at market analysts and rating agencies. The seminar, to be held in the 
fall of 2000, is intended to enhance the participants’ understanding of some of 
the technical details of Canadian financial reporting for life insurance companies, 
particularly in the actuarial area. The seminar will be co-sponsored by the CIA. 
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CONSUMER INFORMATION 


Canada enjoys one of the most advanced and well administered financial systems in the 
world. It is evolving steadily because of new technologies and increased competition, 
which offer more choice and opportunities for consumers and benefit Canadian society. 


We welcome any questions about OSFI’s role and responsibilities or any complaints 
and enquiries concerning OSFI-regulated institutions. In an effort to be as transparent 
and as accountable as possible, several methods are available to communicate 
with or obtain information about OSFI: 


INTERNET 
OSFI’s Web site address is http://www.osfi-bsif.ge.ca 
This site provides timely access to a wide variety of OSFI information and documents, 


including speeches, news releases, guidelines, legislation, policy statements, bulletins, 
financial information and a listing of all financial institutions regulated by OSFI. 


CONSUMER COMPLAINTS AND ENQUIRIES 


OSFI’s Communications and Public Affairs Division is responsible for handling 
complaints and enquiries consumers may have regarding federally regulated financial 
institutions and pension plans. This service can be reached by: 


Telephone: 1-800-385-8647 (Monday to Friday, 8:30 a.m. to 5:00 p.m., Eastern Time) 
Facsimile: (613) 990-5591 


E-mail: extcomm@osfi-bsif.gc.ca 


PUBLICATIONS 


OSFI publications are generally available over our Web site (see above for address) or 
by contacting: 

Publications Distribution 

Office of the Superintendent of Financial Institutions 

13" Floor, 255 Albert Street 

Ottawa, ON K1A 0H2 


Telephone: (613) 990-7655 
Facsimile: (613) 952-8219 
E-mail: pub@osfi-bsif.gc.ca 


Our OFFICES 


Ottawa Head Office: 


Montreal: 


Toronto: 


Vancouver: 


16" Floor, 255 Albert Street 
Ottawa, ON KIA 0H2 


Telephone: (613) 990-7788 
Facsimile: (613) 990-5591 


200 René-Lévesque Boulevard West 
Suite 903 
Montreal, QC H2Z 1X4 


Telephone: (514) 283-4836 
Facsimile: (514) 496-1726 


P.O. Box 39 
121 King Street West 
Toronto, ON M5H 3T9 


Telephone: (416) 973-6662 
Facsimile: (416) 973-7021 


P.O. Box 11 
1095 West Pender Street 
Vancouver, BC V6E 2M6 


Telephone: (604) 666-5335 
Facsimile: (604) 666-6717 
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Oar suMission > 


To better focus on its legislated mandate and to provide a framework for accountability, OSFI has 
developed the following mission statement: We are the primary regulator of federal financial insti- 
tutions and pension plans. Our mission is to safeguard policyholders, depositors and pension plan members 
from undue loss. We advance and administer a regulatory framework that contributes to public confi- 
dence in a competitive financial system. We also provide actuarial services and advice to the Government 
of Canada. We are committed to providing a professional, high-quality and cost-effective service. 


The Honourable Paul Martin, P.C., M.P. 
Minister of Finance 


Ottawa, Canada K1A 0A6 


Dear Minister: 
Pursuant to section 25 of the Office of the Superintendent of Financial Institutions Act, 
I am pleased to submit to you and the Secretary of State (International Financial 


Institutions) the Annual Report of the Office of the Superintendent of Financial 
Institutions for the period April 1, 2000 to March 31, 2001. 


Yours very truly, 


John R.V. Palmer 


Superintendent 


Ottawa, August 2001 


Financial Institutions and Pension 


Plans Regulated by OSFI = 
NUMBER ! ASSETS 23 
(in millions) 
Banks 
Domestic 13 $1,524,835 
Foreign bank subsidiaries Sy $97,340 
Foreign bank branches 9 $3,844 


Trust and Loan Companies 


Bank-owned 36 $197,330 
Other 29 $9,646 
Cooperative Credit Associations i $9,489 


Life Insurance Companies 
Canadian-incorporated 52 $251,493 
Foreign branches 67 $23,546 


Fraternal Benefit Societies 
Canadian-owned is $7,067 
Foreign branches 13 $910 


Property and Casualty Insurance Companies 


Canadian-incorporated 93 $37,629 
Foreign branches iRlAl $17,092 
Pension Plans ; 1187 $93,451 


1 Number of regulated companies as at 31 March 2001. Includes institutions in the process of liquidation or 
termination and institutions limited to servicing existing business. A list of institutions regulated by OSFI can be 
found on OSFI’s Web site at www.osfi-bsif.gc.ca/eng/whoweregulate.asp. 2 As at 31 March 2001 where avail- 
able, otherwise 31 December 2000. 3 Total assets of the industries regulated by OSFI are not the simple sum 
of the above-noted figures. The figures for entities that report on a consolidated basis include subsidiaries whose 


assets may also be included in a different category. 


V 


Federally Regulated Financial Institutions 


For OSFI, a federally regulated financial institution is any entity (public or private corporation, sub- 
sidiary, or branch) that has been created or allowed to offer services pursuant to one of the financial 
institution statutes promulgated by the federal government. Banks, for example, are incorporated or 
registered under the Bank Act, while insurance companies — both life companies as well as property 
and casualty insurers — are incorporated or registered under the /nsurance Companies Act. Both Acts 
specify a number of requirements that govern the activities of these institutions in the public interest. 


Superintendents Message > 


OSFI’s annual report for 2000-2001 is the seventh and last to be 


issued during my term as Superintendent, which will be completed on 


August 31, 200K 


The theme of this year’s annual 
report, “Keeping Pace,” reflects the 
extraordinary amount of activity 
and development that has kept OSFI 
occupied since my appointment 
in 1994. Thinking back, I am struck 
by just how much OSFI and our 
team have been transformed dur- 
ing this seven-year period, which 
witnessed significant changes in 
Canada’s financial sector as well 


as internationally. 


Certainly, OSFI has been and remains chal- 
lenged to keep up with the ever-quickening 
pace of change within the financial sector, both 
domestically and internationally. In that sense, 
OSFI remains a “work in progress,” although 
it is better positioned than ever to fulfil its 
current responsibilities. 


In addition to reporting on major activities 
during the fiscal year, this year’s annual report 
reviews OSFI’s progress over the last seven 
years. Not only has OSFI succeeded in keeping 
pace with the financial sector, it is also regarded 
as one of the world’s leading financial regula- 


tory and supervisory bodies and as an example 
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to other countries. All of my colleagues at OSFI 


can take great pride in these accomplishments. 
Transformation of the Financial Sector 


During my term as Superintendent, OSFI has 
seen major growth in the financial sector as the 
assets within the system increased substantially 
and off-balance sheet assets, including assets 


under management, grew even more rapidly. 


In addition to growth, there has been continu- 
ing realignment in the sector. Banks acquired 
the last of the large trust companies, banks and 


life insurance companies continued to diversify 
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by moving aggressively into wealth manage- 
ment, and life insurance companies grew their 
stable of annuities and other banking-type 
products. Banks also grew their trading oper- 
ations and proprietary trading became more 
significant as a source of banking income. 
Although the government turned down two 
proposed mergers of major banks, increasing 
concentration occurred in the banking, life 
insurance, and property and casualty insurance 
sectors as a result of a steady flow of smaller 
mergers and acquisitions and selective ration- 


alization of business lines. 


Strengthened Financial Positions 


In the face of these changes, the financial insti- 
tutions and pension plans supervised by OSFI 
generally strengthened their financial positions 
over this period. Virtually every bank super- 
vised by OSFI now meets our target standards 
for well-capitalized banks, which exceed the 
minimum international standards of the Basel 
Committee on Banking Supervision. A similar 
statement can be made about the trust com- 
panies we supervise. At the end of the year, 
virtually every insurance company supervised 
by OSFI exceeded its regulatory capital target, 
including a reasonable “prudential cushion” 


above minimum capital levels. 


In addition to strong balance sheets, most com- 
panies in the banking/deposit-taking institution 
and life insurance sectors achieved record or 
near-record earnings over the past several years. 
However, results in the property and casualty 
insurance sector continued to weaken, reflecting 
cyclical factors, as well as weak investment returns 


and problems specific to particular markets. 
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In evaluating pension plans that it supervises, 
OSFI looks at solvency margins as one measure 
of health. At the end of the year 2000, few of 
the plans for which OSFI is responsible had 
negative solvency margins, and programs were 


in place to address these situations. 


The current financial strength of the financial 
institutions and pension plans supervised by 
OSFI can be credited to Canada’s strong eco- 
nomic performance in recent years and, of course, 
to the managements and governing bodies of 
these entities. OSFI has also played a supporting 
role by, for example, promoting good risk man- 
agement practices and encouraging institutions 
to strengthen capital levels and reserves for losses. 
In addition, consistent with its early intervention 
mandate, OSFI initiated a variety of actions 
when it concluded institutions or pension plans 
were taking inappropriate risks, failing to limit 
or control those risks adequately, or facing poten- 
tial solvency problems. These actions usually 
encouraged institutions and plans to address 
OSFI’s concerns and allow for their removal 


from OSFI’s “stages of intervention’. 


In 1995, OSFI initiated “guides to interven- 
tion” ' for the institutions and pension plans 
that it supervises. These guides describe OSE’s 
system for categorizing and dealing with insti- 
tutions whose financial health had become a 
matter of concern or possible concern to OSFI. 
At March 31, 2001, OSFI was responsible for 
supervising some 500 financial institutions and 
1,200 pension plans. Of these, 40 entities ap- 


peared on OSFI’s stages of intervention, with 


The first of these, for federal deposit-taking 
institutions, was issued jointly with the 
Canada Deposit Insurance Corporation. 
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most in the first, “early-warning” stage. This is 
the lowest number of staged entities since the 


guides to intervention were introduced. 
Transformation of OSFI — Keeping Pace 


To make the contribution it has to the stability 
of the Canadian financial sector, OSFI found it 
necessary to transform many of its own opera- 
tions and activities. The direction of this trans- 
formation was strongly influenced by 1996 leg- 
islative changes, which OSFI helped to shape. 


Following the failure and near failure of a num- 
ber of financial institutions in the early 1990s, 
the federal government undertook a review of 
financial sector regulation and supervision in 
Canada. As a result, in 1996, OSFI was given 
a clearer mandate in its legislation and, from 
that mandate, developed a mission statement 
and objectives that are summarized elsewhere 
in this report. 


With a better-defined mandate, OSFI proceed- 
ed to develop a strategic plan and institute a 
number of performance measures and other 


evaluative processes for assessing its progress. 
In summary, OSFI’s strategy consists of: 


|. Supervising institutions and pension plans 
in a cost-efficient manner by focusing on key 
risks and the quality of risk management and 
intervening promptly to help ensure that prob- 
lems are resolved. This is accomplished by using 
a reliance-based approach’ in order to mini- 
mize supervisory resources. 

2. Working with the Government of Canada 
to create and enhance a regulatory framework 
that meets or exceeds internationally accepted 


standards of practice, and to help ensure a safe 
and sound financial system that offers compe- 


titive financial services to Canadians. 


3. Developing and maintaining the human 
resources necessary to carry out OSFI’s demand- 
ing mandate by creating an open, collegial 
workplace, offering competitive compensation, 
providing timely and effective training and 
career development, and ensuring a continuing 
infusion of individuals with expertise in emerg- 
ing risk areas to complement existing supervi- 


sory and regulatory expertise. 


4. Supporting OSFI’s supervisory and regu- 
latory activities with the right information, 
delivered in a timely, efficient and secure man- 
ner using the appropriate technology. 


5. Developing a reputation as a supervisor 
and regulator that is able to balance prudential 
soundness and competitiveness, being firm 


when needed, but always striving to be helpful 
and add value. 


Throughout this annual report, as introduc- 
tions to the major sections, we have attempted 
to summarize OSFI’s progress in each of these 
key areas during my term as Superintendent, as 
well as to report in more depth on developments 


during the 2000-2001 fiscal year. 


Results Achieved 


The evidence suggests that good progress has 
been made over the past seven years. OSFI has 


No 


A reliance-based approach to supervision inv- 
olves placing reliance on the quality of an insti- 
tution’s internal audit, risk management and 
compliance functions, as well as on opinions 

of the external auditor and appointed actuary. 
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been conducting surveys of senior executives 
in the financial sector, including those working 
at financial institutions as well as professionals 
serving the financial sector. The survey con- 
ducted in 2000 showed improvement in most 
categories over a survey conducted two years 
earlier. It confirmed that OSFI is a well-respect- 
ed regulator and seen as competent in carrying 


out its current responsibilities. 


In 1999, the IMF conducted its first Financial 
Sector Stability Assessment of a major country, 
in the course of which it reviewed OSFI’s com- 
pliance with internationally accepted standards 
of best practice. It concluded that OSFI met 
virtually all such standards for both bank and 
insurance supervision, and was highly com- 
plimentary of OSFI’s work and the stability of 


Canada’s financial system generally. 


The Public Service Commission has been 
reviewing OSFI’s compliance with the princi- 
ples of the Public Service Employment Act and 
the Human Resources Framework negotia- 
ted by OSFI as part of its Memorandum of 
Understanding with the Public Service 
Commission. OSFI has received consistently 


good reports from the Commission. 


The Office of the Auditor General (OAG) per- 
formed an update review in early 2000 to assess 
OSET’s progress in responding to recommen- 
dations from previous OAG special examina- 
tions. The Auditor General concluded in his 
October 2000 Report that OSFI had made good 


progress in addressing all recommendations. 


As important as these external evaluations are, we 
also place importance on the quality of OSFI's 
workplace and the level of satisfaction of OSFI’s 
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employees. Surveys conducted internally in 1997 
and 1999 showed that while a number of issues 
need further work, there was considerable im- 
provement over the two-year period and a sig- 


nificantly higher level of employee satisfaction. 
Challenges 


Although OSFI has made considerable progress, 
the job is far from complete. OSFI’s biggest 
task still lies in continuing to enhance its know- 
ledge and competencies to be able to carry 
out its responsibilities successfully in the 
future. In the most recent survey of senior 
financial sector executives, released in 2000, 
respondents suggested OSFI will be chal- 
lenged to keep pace. This has continuing 
implications for professional development, 
recruiting and human resource manage- 


ment. 


The implementation of OSFI’s supervisory 
framework and the completion of its rating 
methodology are also major challenges, requiring 
higher and more sophisticated levels of judge- 
ment than OSFI has had to engage in previously. 


The financial strength of many of Canada’s 
financial institutions, particularly their strong 
regulatory capital positions, has in some cases 
been achieved with the assistance of various risk 
transfer techniques such as securitization, cre- 
dit derivatives and financial reinsurance. Not 
enough is known about the success of such tech- 
niques in stress scenarios. This requires more 


attention from the regulatory community. 
Given the current economic slowdown and the 


length of time that has elapsed since the last 


recession, OSFI must be prepared for more 
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difficulties in its portfolio of financial insti- 
tutions and pension plans, notwithstanding 
current strength. Preparing for problems must 


continue to be an important priority. 


The passage of Bill C-8 creates some impor- 
tant new work for OSFI, including developing 
its supervisory program for regulated holding 
companies and preparing to welcome newly 
incorporated institutions to the financial sys- 
tem, some of which may have higher risk pro- 
files than existing players. At the same time, 
through Bill C-8, OSFI received additional 
tools to deal with supervisory concerns, includ- 
ing the authority to remove directors and senior 
officers of federally regulated financial insti- 
tutions and to levy administrative money penal- 


ties in specific circumstances. 


The new Basel Capital Accord will also create 
significant challenges for banks and supervi- 
sors. Although OSEI’s preparations are under 
way, more work remains. Additional effort needs 
to be applied to refine capital rules so they are 


consistent across all types of financial institutions. 


OSFI has made considerable progress in enhanc- 
ing the quality of its workplace, but there is 
still work to be done to improve coordination 
amongst working groups, and a better allocation 


of resources based on risks in the financial sector. 


Technology is also an important issue for OSFI. 
While mapping out its directions and enhanc- 
ing staff competencies, we have continued to 
implement our Information Management / 
Information Technology Strategic Plan. 
However, more can be done to enhance the 
contribution of technology to more efficient 


regulation and supervision. 
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MESSAGE 


A final challenge facing OSFI and the govern- 
ment is ensuring that OSFI can maintain an 
appropriate level of independence to be able to 
carry out its responsibilities. Legally, OSFI is 
not a fully independent agency. It is a govern- 
ment agency whose Superintendent is respon- 
sible to the Minister of Finance. OSFI has been 
provided independence by making it a separate 
employer within the government, by limiting 
the Minister’s role in certain institution-spe- 
cific decisions, and by giving the Superintendent 
a fixed seven-year tenure and an appointment 
“on good behaviour” rather than “at pleasure.” 
Ultimately, the system works best when all par- 
ties, i.e., OSFI, Ministers and other agencies, use 
their judgement appropriately, which has been 
the case during my term of office. The indepen- 
dence of the regulator of financial institutions is 
an internationally accepted standard of best prac- 


tice and is crucial to OSFI’s continued success. 


It has been a privilege to serve Canada as its 
Superintendent of Financial Institutions. This 
extraordinarily rich professional experience was 
marked by challenging issues, difficult decisions 
and interesting, memorable people in the public 
and private sectors. For all that has been accom- 
plished at OSFI while I have been Superin- 
tendent, I owe a great debt to my OSFI collea- 
gues, who have shown a remarkable commitment 


to their important calling and mine. 


Sincerely, 


John R.V. Palmer 


Superintendent 
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Role and Responsibilities > 


OSFI supervises and regulates all banks in Canada, and all federally incorporated or registered 
trust and loan companies, insurance companies, cooperative credit associations, fraternal benefit 
societies and pension plans. It was established in 1987 by an Act of Parliament, the Office of the 
Superintendent of Financial Institutions Act. 


OSFI also provides actuarial advice to the Government of Canada and conducts reviews of certain 


provincially chartered financial institutions by virtue of federal-provincial arrangements or 


through agency agreements with the Canada Deposit Insurance Corporation (CDIC). 


OSFI derives powers from and is responsible for administering the following legislation: 


Trust and Loan 


Companies Act 


Insurance Pension Benefits 


Companies Act Standards Act, 1985 


Each of these Acts sets out the rules for the structure and operation of a federally regulated 
financial institution and standards for pension plans. The various Acts address the unique aspects 


of the sectors each governs, but are designed to be consistent with each other. 


OSFI is organized into four sectors: Supervision, Regulation, Specialist Support and Corporate 
Services. The organization employs some 400 people in offices located in Ottawa, Montreal, 


Toronto and Vancouver. 


OSFI is funded mainly through asset-based, premium-based or membership-based assessments 
on the industry and a modified user-pay program for selected services. A small portion of 
OSETI’s revenue is derived from the Government of Canada for actuarial services relating to the 
Canada Pension Plan, the Old Age Security Plan, the Canada Student Loan Program and various 


public sector pension and benefit plans. 
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Mandate and Objectives > 


OSFI is committed to providing professional, high-quality and cost-effective service. To accom- 
plish its mission of safeguarding policyholders, depositors and pension plan members from undue 
loss, OSFI advances and administers a regulatory framework that contributes to public confi- 
dence in the financial system. At the same time, OSFI ensures the regulatory system does not 


unduly impede institutions from competing effectively. 
OSFI has five objectives that are critical to achieving its mission 


Public confidence - contribute to public confidence by enhancing the safety and soundness of 
the Canadian financial system through the evaluation of system-wide risks and promotion of 
sound business and financial practices. Safeguard from undue loss - identify institution-specific 
risks and trends, and intervene in a timely manner to minimize losses to policyholders, depositors 
and pension plan members. Cost-effectiveness - maintain a full and open dialogue with our 
stakeholders on the costs and benefits of our work. Competition - fulfil our regulatory mandate 
having due regard for the need to allow institutions to compete effectively. Quality - provide 
a high-quality service by giving employees the tools and professional development to meet the 
challenges of a rapidly changing environment. 


Milestones in OSFI’s History > 


Late 1800s 


Establishment of the Office of the Superintendent of 
Insurance (OSI), which subsequently became the 
Department of Insurance (DOI). 


1925 1967 


Establishment of the Office of the 
Inspector General of Banks (OIGB). 


Introduction of legislation to establish the 
Canada Deposit Insurance Corporation (CDIC). 


Mid-1980s 


Increased international 
competition, the failure 
of two Canadian banks 
and the subsequent enquiry 
into these failures by the 
Honourable Willard Z. Estey 
highlighted the need for changes 
in Canada’s approach to handling 
the risks associated with the 
financial marketplace. 


July 1987 


The Government of 
Canada proclaimed the Financial Institutions 
and Deposit Insurance Amendment Act 
and the Office of the Superintendent 
of Financial Institutions Act. 
The latter Act joined the 
DOI and the OIGB to form OSFI, 
which was given the powers to 
supervise and regulate all 
federally regulated financial 
institutions and pension plans. 
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May 1996 


Bill C-15 received Royal Assent. 
This legislation 
clarifies OSFI’s 
prime responsibilities 
as helping to minimize 
losses to depositors, 
policyholders and pension plan 
members, and contributing to 
public confidence 
in the Canadian financial system. 


OSFI’S BIGGEST CHALLENGE IN IMPLE- 
MENTING ITS STRATEGIC PLAN HAS 
BEEN HUMAN RESOURCES —- HAVING 
PEOPLE WITH CURRENT AND EXPERT 


KNOWLEDGE OF THE FINANCIAL SECTOR AND THE VARIOUS BUSINESSES, PRODUCTS, RISKS 
AND RISK MANAGEMENT TECHNIQUES WITHIN THE. SECTOR, AND WEDDING THEM WITH 
PEOPLE WITH EXPERIENCE IN SUPERVISION AND REGULATION, ESSENTIAL TO ACHIEVING 


OUR OBJECTIVES. TO MAINTAIN, ENHANCE AND ATTRACT THE KNOWLEDGE AND SKILLS 
REQUIRED, AND TO BE ABLE TO MANAGE ITS WORKFORCE MORE EFFECTIVELY, OSFI HAS MADE 


A NUMBER OF CHANGES, SOME OF WHICH WERE “FIRSTS” IN THE CANADIAN PUBLIC SER- 
VICE. THEY INCLUDE: 


Strengthening 
Human Resources 
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TRENGTHENING HUMAN RESOURCES 


> Combining more than 20 separate pay classification systems into a single, universal clas- 
sification system that applies to all OSFI employees. The new system created pay equity 


among employees and has facilitated the transfer of employees between positions. 


Entering into a Memorandum of Understanding with the Public Service Commission, which 
permits OSFI to manage its workforce according to a human resources framework that meets 
OSFI’s needs, yet reflects the values and objectives of the Public Service Employment Act. 


Creating a more flexible compensation system featuring levels generally consistent with 
other federal government departments and agencies, but with latitude to go beyond govern- 


ment norms for specialized skills in high demand. 


Introducing, with the support of its unions, a pay-for-performance compensation system 


that includes the possibility of re-earnable bonuses for employees at every level. 


Conducting two employee surveys, the first in 1997 and the second in 1999, to measure satis- 


faction and identify opportunities to improve effectiveness and satisfaction in the workplace. 


Developing and implementing an aggressive recruiting strategy directed at individuals 
most likely to be attracted by OSFI’s particular strengths, which include interesting work, 


unparalleled learning opportunities and progressive attitudes to career and family issues. 


Creating a Professional Development Division and delivering a suite of training programs 
geared to OSFI’s required competencies. 


The results have been encouraging. Turnover rates have dropped and highly skilled profes- 
sionals from the private sector and other government bodies are approaching OSFI in search 
of opportunities. 
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2000-2001 Developments: Training, 


Recruitment and Succession Planning > 


OSFI made progress during 2000-2001 with the development of staff competency profiles, 
which provide OSFI’s Professional Development and Training Division with a benchmark of 
knowledge and skills for each position. 


During the period, OSFI also continued to adjust its recruitment approach to combine technical 
skill evaluations with more behavioural-based assessments. Tools for behavioural-based selection 
were developed to assist managers in assessing and selecting candidates who best meet both OSFI’s 


current and future needs in terms of leadership ability and other key competencies. 


In 2000-2001, OSFI offered employees 155 separate courses and seminars and strove to provide 
training opportunities that are needs-based, timely, and closely linked to OSFI’s competency 
profiles. This approach enables employees initially to focus their learning activities on the skills 
and knowledge required for their current positions and then look for learning activities that 


are more developmental in nature. 


During 2000-2001, OSFI developed a three-year training curriculum for the Supervision Sector. 
The Supervision Training Program groups courses according to technical and behavioural com- 
petencies and begins when staff members assume supervisor roles. Managers and employees use the 
Training Program as a tool to plan an individual’s upcoming training requirements for the year. Over 


the next two to three years, similar training programs will be developed for OSFI’s other sectors. 


Formal succession planning was conducted for key executive positions that identified emerging 
succession requirements and core leadership competencies to meet OSFI’s strategic objectives. 
The findings will enable OSFI to manage the leadership pipeline in the context of the business 
planning process by developing talent strategies, assessing possible organizational capability gaps, 
remedying any weaknesses, and establishing action plans for development, coaching, succession 


planning and hiring. 
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THE METHODS BY WHICH OSFI SUPERVISES THE FINANCIAL INSTITUTIONS AND PENSION 
PLANS FOR WHICH IT IS RESPONSIBLE ARE CRUCIAL TO OSFI’S EFFECTIVENESS. AN EFFEC- 
TIVE SUPERVISION SYSTEM IS ESSENTIAL TO OSFI’S OBJECTIVE OF CONTRIBUTING TO 
PUBLIC CONFIDENCE IN THE CANADIAN FINANCIAL SYSTEM. IN ADDITION TO BEING PRAC- 


ICAL AND EFFICIENT, THESE METHODS MUST BE CONSISTENT WITH 
INTERNATIONAL STANDARDS OF BEST PRACTICE, AND SUITABLE TO THE 


CANADIAN FINANCIAL SECTOR. THEY MUST ALSO FACILITATE PROMPT 
INTERVENTION WHEN PROBLEMS APPEAR, WITHOUT BEING UNDULY 


INTRUSIVE. OSFI HAS ADDRESSED THIS CHALLENGE WITH A VARIETY 
OF INITIATIVES: 


Su pervising More 
_ Effectively 
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Interventionist but Balanced > 


As noted earlier, OSFI published guides to intervention for different types of financial insti- 
tutions, and began to use its supervisory tools in accordance with these guides. 


OSFI fundamentally changed its approach to pension supervision, moving from a compliance- 
based approach to a solvency orientation, in order to increase the emphasis on protecting 
the benefits to which pension plan members are entitled. This led to the development of a 
risk-based approach to pension plan supervision, which included more robust financial analy- 


sis, the use of early warning tests, enhanced on-site examinations and prompt intervention. 


OSFI formed a separate Regulatory and Supervisory Practices Division to review its super- 
visory methodologies, study developments in the methodologies of other leading supervisors 
and recommend changes to OSFI’s approach. 


The research conducted by the Practices Division, working closely with Supervisory per- 
sonnel, led to the publication in 1999 of OSFI’s new Supervisory Framework, an enhanced 
risk-based approach that emphasizes the analysis of significant business activities and major 


risks and the evaluation of internal controls and other risk mitigants within an institution. 


OSFI began to develop a ratings system consistent with the new supervisory framework. 
Ratings will be made available to the management and boards of directors of financial 
institutions to assist them in understanding the significance of OSFI’s supervisory find- 


ings and how their institution compares with peer averages and ranges. 


The supervisory function was reorganized and a separate Supervision Sector created to 
reduce overlap and duplication and better focus resources. Changes included the integra- oe 
tion of examination and monitoring functions, the creation of relationship managers for ¢ ? 


each financial institution to better coordinate OSFI’s activities vis-a-vis each institution, 


and the formation of conglomerate groups to concentrate the expertise necessary to super- 
vise the largest and most complex institutions. Groups focusing on smaller and medium-size 


institutions were also formed. 


A new Specialist Support Sector (see page 20) was created to assemble the specialist expertise 
necessary to assist OSFI supervisors and regulators in their work. OSFI’s specialists work 
closely with members of the Supervision Sector in examining the activities of individual 


financial institutions. 
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These changes are having an impact in helping OSFI to keep pace with the institutions and 
pension plans that it supervises. OSFI has developed a system of measures and assessments to 
ensure that it is supervising according to its guides to intervention and in a consistent and balanced 
manner. The results show that OSFI is acting quickly when difficulties become apparent and 
serving as a catalyst to promote positive remedial actions by boards of directors and manage- 
ment. The new Supervisory Framework and the more focused supervisory reviews that result 
from it are leading generally to more useful supervisory findings, which often address weaknesses 


in risk management practices and internal controls. 


the Framework > 


Over the past fiscal year, OSFI’s top supervisory priority was implementing the Supervisory 
Framework. This framework requires assessment of the balance between risks assumed by an 
institution and the quality of the institution’s processes to measure, manage and mitigate risks. 
Successful implementation has been a significant challenge, involving a deeper knowledge of 
financial institutions and their activities, risks and risk management practices than was required 
by previous approaches. Considerable progress has been made. Much time and effort was devoted 
to ensuring Supervision Sector staff had a firm and consistent understanding of the framework and 
the documentation and analysis required to make it work effectively. Also critical to success has 
been the coordination of personnel from the Supervision and Specialist Support Sectors to ensure 


that resources available for examinations are assigned in the most efficient and effective way. 


One outcome of the analytical framework has been a larger number of supervisory findings and 
recommendations to certain institutions, making it important to priorize the recommendations 
to ensure that we communicate clearly to directors and management those that we consider to be 
the most significant. In many cases, these recommendations or requirements have stimulated 
material improvements in the operations of institutions. There is also clear evidence that the new 
framework is helping OSFI to more clearly recognize when institutions are operating well and 


focus more effectively on obtaining results when important deficiencies are identified. 


During the year, five institutions were identified as requiring increased supervisory attention, 
leading to what we refer to as “staging” (placement on one of the stages of intervention described 
in OSFT’s guides to intervention). As well, sufficient improvement in controls and /or other areas 


was achieved by 28 institutions, making it possible to remove them from “staged” status. 
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‘To assess progress in the implementation of the Framework, the Quality Assurance and Performance 
Standards Division carried out a review of the Framework’s key analytical document, the Risk 
Assessment Summary, or RAS. This review, described elsewhere in this report, led to a number of 


useful findings for improving the quality and consistency of OSFI’s risk analysis of institutions. 


Work continued within the Supervision Sector and the Practices Division on the development 
of the ratings methodology. Criteria for assessing the effectiveness of risk management and risk 
mitigation are being developed in consultation with the industry. The initial version of the criteria 
was pilot-tested in selected institutions during the 2000-2001 year, and a second phase of pilot 
testing will take place over the coming year. OSFI plans to start implementing the ratings in the 
2002-2003 supervisory cycle. When implemented, an institution will be provided with its composite 
risk rating and overall ratings for the applicable risk management control functions identified in 
the Supervisory Framework. However, to preserve OSEI’s ability to effectively operate its early 


intervention mandate, financial institutions will be restricted by law from disclosing their ratings. 


The demands of the new framework made it important for OSFI to fill some longstanding 
vacancies within the Supervision Sector, and vigorous and successful efforts were made to locate 
qualified candidates both within OSFI and externally. Recruiting continues to be a top priority. A 
review of staffing levels was also carried out to ensure that the supervisory resources applied by 
OSFI were appropriate to both institution-specific and systemic risks. As a result of this review, 
it was decided to increase staff levels within the Conglomerate Groups. This increase will take place 
over two years and will include the assignment of a full-time relationship manager for each 


major institution supervised by OSFI. 
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Building the 


Organization 


OSFI WAS CREATED IN 1987 TO BRING UNDER ONE ROOF THE 
SUPERVISION OF BANKS, TRUST AND LOAN COMPANIES, LIFE 
INSURANCE COMPANIES, PROPERTY AND CASUALTY INSURANCE 
COMPANIES, CREDIT UNION CENTRALS AND PENSION PLANS. BY 1994, 


THE REGULATION AND SUPERVISION OF THESE VARIOUS TYPES OF INSTITUTIONS WERE STILL 
HANDLED BY SEPARATE OSFI DIVISIONS. FOR SOME INSTITUTIONS, SUPERVISION WAS SEPA- 
RATED INTO OFF-SITE MONITORING AND ON-SITE EXAMINATION, AND THESE WERE HANDLED BY 
SEPARATE DIVISIONS, CREATING COORDINATION PROBLEMS. SPECIALIZATION WITHIN OSFI WAS BY 
INDUSTRY AND, BEYOND THE ACTUARIAL AND ACCOUNTING FUNCTIONS, THERE WERE FEW DEDI- 
CATED SUBJECT SPECIALISTS. 


2000.2001 OSFI ANNUAL REPORT 


BUILDING THE ORGANIZATION 


Aligning Responsibilities 


and Resources = 


To address these and other issues, the Office was reorganized in several stages. 


The reorganization: 


Created a single Regulation Sector to address the regulatory requirements 
of all types of institutions. 


Created a single Supervision Sector, responsible for the supervision of all types of 
institutions, and combined the off-site and on-site supervision functions. 


Brought together under a single Relationship Manager all supervisory functions 
for an institution. 


Established separate Conglomerate Groups within the Supervision Sector to deal with the 
unique requirements of large, complex financial groups with operations in more than one 
industry and often multiple legal jurisdictions. 


Put in place a new Specialist Support Sector, which currently boasts specialists in eight 


subject areas to provide functional expertise to OSFI’s supervisory and regulatory personnel. 


Centralized all internal services within the Corporate Services Sector to enhance 


effectiveness and efficiency throughout our organization. 


The net result of these changes has been to reduce overlap and duplication within OSFI, 
improve communication and coordination among OSFI staff, and enhance the expertise brought f% 


to bear on the regulation and supervision of financial institutions and pension plans. 
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2000-2001 Developments: Building 


the § pecialist Support Sector > 


2000-2001 was the first full year of operation for several of the divisions within OSFT's Specialist 
Support Sector. Progress was made in building expertise within the Sector through internal 
transfers and recruitment from the private sector. To increase synergies, two divisions were recent- 
ly merged to create the Accounting and Financial Information Division, and the Office of the 


Chief Actuary was formally linked to the Sector. 


Akey role of the Sector is to provide ongoing assistance with supervisory and regulatory issues. The 
bulk of this assistance takes the form of participation by several divisions, such as Credit Risk 
and Capital Markets, in regular, on-site examinations of institutions. Other work consists of 
transaction or issue-specific assistance. Significant progress was made during the year on developing 
methodologies to assess institutions’ mitigation of risks, such as credit risk and information 


technology-related operational risk. 


Considerable work was accomplished during the period on capital guidelines for financial 
institutions. Capital requirements were established for life insurers’ segregated funds, and the 
comprehensive guideline for deposit-taking institutions was updated. Work continues on new 
capital tests for property and casualty insurers, in conjunction with provincial regulators and 


the industry, and on revisions to the capital requirements for life insurers. 


Dialogue with the industry continued through several methods, such as presentations to industry 
groups on regulatory compliance, disclosure and risk management issues. For the first time, OSFI 
and the Canadian Institute of Actuaries presented a seminar for analysts, rating agencies and 
institutional investors on the interpretation of actuarial liabilities. 


Substantial efforts were made to help advance international regulatory standards through par- 
ticipation in the Basel Committee for Banking Supervision, the International Association of 
Insurance Supervisors and the Joint Forum. There was also considerable activity, both domes- 
tically and internationally, regarding the establishment of accounting and actuarial standards. 
For example, OSFI provided input on the international discussion paper on fair value accounting 
for insurance contracts, accounting for financial instruments, and new Canadian actuarial stan- 
dards for the valuation of life insurance liabilities. 
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The process of reviewing and rationalizing the information that OSFI collects from institutions 
was started during the year. Initial results included the elimination or improvement of several 
returns of non-financial information. Consultations were also held with industry on a system of 
financial penalties for the late or erroneous filing of information, which will be implemented on 


a test basis during the coming year. 


OSFT’s specialists will continue to be challenged by the rapid pace of change in the industry. 
New products, capital instruments and risk-transfer mechanisms must be identified and their 
prudential implications assessed. Legislative changes will provide more structural flexibility to 
institutions. This will require OSFI to take a fresh look at its financial reporting needs, capi- 
tal requirements and risk assessment methodologies. Factors such as the increasing use of models 
as tools for risk management and the basis for calculating capital requirements have added to 


the complexity of OSFI’s work and require specialized expertise. 


Strengthening Informatior 


— 


Management and Techno logy 


During the period, OSFI made important progress toward implementing its Information 
Management/Information Technology (IM/IT) Strategic Plan and in adopting Treasury Board 
of Canada Government On-Line guidelines. 


Significant achievements in this area included implementation of a more centralized, high- 
availability IM/IT infrastructure and enhanced use of Web-based technologies for internal and 
external applications. OSFI also continued to make progress in several other areas, including 
improvements to the overall security of information and the consolidation of data stores. Redesign 
of OSET’s Intranet and Web site facilitated the expansion of on-line services and enhanced internal 


and external information sharing capabilities. 


Vee batin i 
the Rules 


OSFI HAS TAKEN A NUMBER OF IMPORTANT STEPS TO IMPROVE THE 
EFFECTIVENESS OF THE REGULATORY FRAMEWORK WITHIN WHICH FED- 


ERAL FINANCIAL INSTITUTIONS AND PENSION PLANS MUST OPERATE. 
THIS FRAMEWORK CONSISTS OF LEGISLATION, REGULATIONS AND VARI- 
OUS FORMS OF GUIDANCE PROVIDED BY OSFI. LEGISLATION AND REGULATIONS ARE DEVELOPED 
IN CONJUNCTION WITH THE DEPARTMENT OF FINANCE. 
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CONTRIBUTING TO THE RULES 


Building a Strong 
Regulation Capacity > 


An important first step in improving the regulatory framework was to strengthen 


the capacity of OSFI’s own regulation function: 


Since 1995, OSFI has played a more active role in designing and drafting legislation, par- 
ticularly those related more directly to OSFI’s prudential mandate and on more technical leg- 
islative initiatives. This expanded role and the resulting competencies OSFI has developed to 
carry it out permitted OSFI to make important contributions to amendments to financial 
institution legislation and the Pension Benefits Standards Act, 1985 and also to support the 
work of the Task Force on the Future of Canada’s Financial Sector. 


As noted elsewhere, OSFI combined the policy functions from several industry-specific divi- 
sions to create a single Regulation Sector, which is responsible for all of OSFI’s rule-setting 


activities, including legislative support to the Department of Finance. 


In dealing with 500 institutions and 1,200 pension plans, OSFI makes many regulatory and 
supervisory decisions, which are often complex and precedent setting. To ensure the most 
difficult decisions are informed by past precedents and the precedential nature of new 
decisions is fully considered, a Precedents Section was established within the Legislation 
Division to track and catalogue important decisions. This is improving both the quality and 
speed of OSFI’s decision making. 


2000-2001 Developments: 


Corporate Governance > 


During 2000-2001, OSFI developed a draft Reference Document for Assessing the Corporate 
Governance of Federally Regulated Financial Institutions. (It was released for comment by insti- 
tutions following the fiscal year end.) The reference document was designed to assist OSFI super- 


visors in assessing the effectiveness of corporate governance as part of the supervision program. 


The reference document recognizes that governance practices in federally regulated financial 
institutions have generally improved in recent years and reached a high standard in many insti- 
tutions. It also recognizes that individual institutions will adopt different approaches to governance. 


In assessing governance practices, supervisors will consider the size, complexity, nature and asso- 
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ciated risks of a financial institution’s significant activities, and adjust their expectations accordingly. 
The development of the reference document reflects the crucial role of effective corporate gov- 
ernance practices in protecting the interests of depositors and policyholders. OSFT’s reliance on 
effective governance lessens the need for more intrusive supervision. The reference document incor- 
porates examples of best practices in corporate governance that OSFI has observed first-hand or 
drawn from other sources. The release of this draft document, which will be finalized in the fall of 
2001, enables OSFI to be more transparent about the manner in which it evaluates the effectiveness 


of board and senior management practices. 


Financial Sector Policy Development 


V 


This fiscal year, OSFI devoted significant resources to the development and refinement of Bill 
C-8 and related regulations. 


Although OSFI has consistently played a role in supporting the development of financial sec- 
tor policy and the review of legislation and regulations governing federal financial institutions, 
it has increasingly been responsible for developing policy, legislative and regulatory proposals 
that relate to issues closely aligned with OSFI’s mandate. This enhanced role has enabled OSFI 
to use its broad knowledge of financial sector issues to more effectively support government 


policy initiatives that can have a significant impact on how OSFI carries out its mandate. 


Billee@s = 


The new regulatory regime embodied in Bill C-8, which received Royal Assent in June 2001, 
is an important development in federal financial institution policy. This legislation is the result 
of a public policy decision to enable a more competitive environment through liberalization 
in several areas. During the year, OSFI’s contributions to the development of the new framework 


included areas of policy and legislation dealing with prudential concerns. 


Several initiatives, such as allowing new closely held and smaller banks, bank holding company 
structures and significantly expanded investment rules, could create new supervisory challenges 
and ultimately alter the risk characteristics of the financial sector. OSFI’s responses to these chal- 
lenges and its role in implementing the new legislation will be guided by its mandate, which includes 
recognition of the need for financial institutions to take reasonable risks so they can compete 
effectively. At the same time, through Bill C-8, OSFI received additional tools to deal with superviso- 
ty concerns, including the authority to remove directors and senior officers of federally regulated 


financial institutions and to levy administrative money penalties in specific circumstances. 
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OSFI CONTINUALLY ASSESSES ITS OPERATIONS TO ENSURE THEY 
MAKE SENSE IN THE CURRENT ENVIRONMENT AND ARE NOT ONLY 
BFrFECTIVE, BUT ALSO HELPFUL TO THE PUBLIC AND TO FEDERALLY 


ur Role 
OSFT Is committed to providing pr 


REGULATED FINANCIAL INSTITUTIONS. AS PART OF THIS PROCESS, OSFI HAS UNDERTAKEN 
SEVERAL INITIATIVES TO ENSURE WE KEEP PACE IN MAINTAINING AND IMPROVING SER- 
VICES TO OUR STAKEHOLDERS. THESE HAVE INCLUDED: 


Improving Service a | 
to Stakeholders — — a 
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IMPROVING SERVICE TO STAKEHOLDERS 


An active communications and public speaking program to make Canadians 
aware of what our system of prudential regulation and supervision can and 


cannot be expected to accomplish. 


The establishment of one of the first Web sites by a financial sector regulator, 
which has become an increasingly important vehicle for keeping stakeholders 


informed of OSFI’s activities. 


A policy of reviewing annually with industry associations representing the 
institutions supervised by OSFI our budgets and business plans in order to 
provide an opportunity for input from those who bear OSFI’s costs. 


. F D 


) Yevelo ypments: 
ils 


Deemed Ap yprova 


OSFI is required to approve, or recommend that the Minister approve, many transactions by 
financial institutions. Over the last seven years, the number of transactions requiring approval 
has increased from approximately 200 per year to more than 700 in 2000-2001. The volume 
is continuing to grow. Included in these numbers are complex, multi-stage transactions and major 
undertakings such as demutualization. OSFI has sought to accommodate the growth in this 
activity without increasing Registration and Approvals Division staff. It has also sought to 
improve the level of service and speed of turnaround by re-engineering the approval process. 
As part of this re-engineering program, OSFI initiated, in October 2000, an eight-month pilot 
project to help prepare for the introduction of a streamlined system of deemed approvals that 
will take effect once Bill C-8 comes into force in the fall of 2001. Changes under the new leg- 
islation to help speed up approvals involve 25 corporate actions that require approval of the 
Superintendent as prescribed by the Bank Act, the Trust and Loan Companies Act, the Insurance 
Companies Act or the Cooperative Credit Associations Act. 


Under the deemed approval process, when institutions file an application with OSFI, the 
Superintendent has a maximum 30-day period to raise concerns, seek further information or 
indicate that there will be a delay. If none of these actions is taken, the transaction will be deemed 


to have been approved. The Superintendent can also explicitly approve or deny the transaction 
before the end of the 30-day period. 


A Guidance Note regarding the deemed approvals pilot project was posted to OSFI’s Web site to 
assist applicants, along with an annex containing information requirements for the 21 types of ap- 
plications that were evaluated during the pilot. The most prevalent received during the pilot project 
included applications for data processing outside Canada and the purchase or redemption of shares. 
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As at May 31, 2001, 91 applications had been tracked as if the new legislation were in place. 
Two-thirds of these applications were processed within 30 days. Longer processing times for 
the remaining applications mainly were due to delays in receiving required information from 
applicants, or because transactions formed part of a larger project for which a processing date 
beyond 30 days was requested. 


Web site information about the deemed approval process will be updated to reflect lessons 
learned and include additional approval types that were not part of the pilot but are contained in 
the new legislation. To date, results of the pilot project demonstrate that OSFI is ready to admin- 
ister the new deemed approval system, which will enhance the transparency of information require- 


ments and reduce the turnaround time in dealing with applications. 


Streamlining of Guidance > 


Since its inception in 1987, OSFI has produced many documents as specific needs arose for 
reference by federally regulated financial institutions. These documents have included Guidelines, 
Bulletins, Guidance Notes, Discussion Papers, Supervisory Guides, Instruction Guides and Notices. 
Over time, the distinction between these groupings became blurred and sometimes made the 


intent of documents less clear. 


To address this situation, OSFI’s Regulation Sector began a project during the fiscal year to 
develop a transparent, user-friendly framework to house the guidance produced for our stake- 
holders. The new categories, which are expected to be introduced on OSFI’s Web site before the 
end of 2001, will help users find the guidance documents of interest to them. Enhancements to 
the Web site, including improved search features and a redesigned navigational bar, will further 


assist users to quickly locate the information they require. 


Web Site 


V 


During 2000, OSFI undertook a major redesign of its Web site, which was re-launched in September 
of that year. The new site increases the transparency of OSFI’s activities and takes better 
advantage of this medium’s ability to make information readily accessible in a cost-effective 
manner to a wide range of audiences. Improvements will be made to the site on a regular basis, 
with the next wave of changes to occur in the latter part of 2001 in connection with the stream- 


lining of guidance project (see previous section). 
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The revised site contains many new features, including a financial data section for all institutions, 
a subscriber function that permits users to receive automatic notification when significant new 


material is posted to the site, and an “On the Issues” section, which highlights recent major postings. 


The number of visitors to the redesigned Web site has increased steadily since its launch. An 
average of nearly 1,000 visitors per day log on to OSFI’s Web site, with the vast majority originating 
from the Toronto area, followed by visitors from the Ottawa, Vancouver and Montreal regions. 
Visitors from financial institutions account for 65 per cent of the traffic on OSFI’s site, while gov- 


ernment visitors represent 18 per cent. There were some 900 subscribers by the end of March 2001. 


Unregulated entities are prohibited from conducting business in Canada if they try to use a 
name that could suggest they are subject to government financial regulation. Furthermore, foreign 
financial institutions may carry on the business of a financial institution in Canada only if 


licensed under the Bank Act or the Insurance Companies Act. 


OSFI issues warnings if Canadian or foreign businesses appear to be engaged in unauthorized 
financial activity and, where necessary, posts their names on its Web site, both as a warning to the 


public and an incentive to cease the unlicensed activity. 


Warning Advisories are also mailed to the financial community, Canadian and international reg- 
ulators and interested members of the public. Individuals who wish to be placed on the mailing 
list for such warnings should write to OSFI’s Compliance Division (see Consumer Information 


section of this report for OSFI’s Toronto office mailing address). 


inancial Consumer Agency of Canada > 


With the anticipated proclamation of Bill C-8, the Financial Consumer Agency of Canada (FCAC) 
will be created. Among the responsibilities of the new agency will be the provision of a toll-free 
telephone service from which consumers will be able to obtain information about the various 


types of institutions that operate in Canada’s financial services sector. 
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Because OSFI has been assisting consumers with their complaints and enquiries, it has been 
working closely with the FCAC transition team as the Agency prepares to start operating, likely 
in the fall of 2001. Once FCAC is operational, OSFI’s consumer role will be restricted to respond- 
ing to complaints and enquiries about federally regulated pension plans and issues related to 
OSFI’s role as federal prudential regulator and supervisor. 


CGhaneesto Accrual) Accounting > 


OSFI changed its basis of accounting during the year from a modified cash system to accrual 
accounting as part of the Financial Information Strategy outlined by the Treasury Board of 
Canada. OSFI is one of the first small government agencies to make this move, which will 
support improved financial management throughout the organization and make OSFI’s financial 
position and results more understandable to stakeholders. Audited financial statements prepared 
on this basis form a part of this report. 
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AMID THE EVER MORE RAPID PACE OF CHANGE IN THE CANADIAN AND GLOBAL FINANCIAL SER- 
VICES INDUSTRIES, IT IS IMPORTANT FOR REGULATORS, AND THOSE TO WHOM THEY ARE OR 
SHOULD BE ACCOUNTABLE, TO ASSESS HOW WELL THEY ARE KEEPING PACE. AS AN AGENCY OF 
THE FEDERAL GOVERNMENT, OSFI IS ACCOUNTABLE IN A NUMBER OF WAYS, INCLUDING PERI- 
ODIC SPECIAL EXAMINATIONS BY THE AUDITOR GENERAL OF CANADA AND APPEARANCES 
BEFORE PARLIAMENTARY COMMITTEES SUCH AS THE HOUSE OF COMMONS STANDING 
COMMITTEE ON FINANCE, THE HOUSE OF COMMONS STANDING 
COMMITTEE ON PUBLIC ACCOUNTS, AND THE STANDING SENATE 
COMMITTEE ON BANKING, TRADE AND COMMERCE. 


Being 
Accountable 
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BEING ACCOUNTABLE 


One of OSFI’s most important long-term undertakings in this regard has been to develop addi- 


tional processes by which its performance can be evaluated. These processes include: 


Regular surveys to measure public confidence in financial institutions. 
Regular industry surveys to seek views on OSFI’s own performance. 
Internal employee surveys. 


A regular internal qualitative and quantitative assessment of OSFI’s 
operation of its guides to intervention. 


A system of international peer review to assess compliance by supervisors with internationally 
accepted standards of best practice. This system was developed by the International Monetary 
Fund and the World Bank with assistance from OSFI. OSFI was the first major supervisory 
agency to be the subject of such a review, as part of a Financial Sector Stability Assessment. 


A Quality Assurance and Performance Standards Division, established in late 1999. 


A board of advisors, established in the summer of 2000. 


2000-2001 Developments: 
Advisory Board > 


In June 2000, OSFI established a board of advisors to advise the Superintendent on issues 
related to OSFI’s internal operations and general accountabilities. It also has a role in providing 
feedback on and reviewing OSFI’s work in assessing performance. The Advisory Board is made up 
of seven members with a wide range of financial sector expertise and senior management and oper- 


ational experience. Members of OSFI’s Advisory Board are: 


Thomas I.A. Allen, Q.C., currently a senior partner with Ogilvy Renault; 

Léon Courville, who retired as President of the National Bank of Canada in 1999; 
Bernard I. Ghert, President of the B.I. Ghert Family Foundation; 

Robert W. Korthals, who retired as President of The Toronto-Dominion Bank in 1995; 


Yvon Lamontagne, who retired as President and Chief Executive Officer of Boreal Insurance 
Inc. in 1995, following its acquisition by AXA Insurance Canada; since then, he has served 


as an advisor to AXA’s president; 


BEING ACCOUNTABLE 


Jane Milner, who recently retired as President and CEO of North Shore Credit Union; 


Earl Orser, who retired as President and CEO of London Life Insurance Company in 1989. 


In its first year of operation, the Advisory Board met three times in person and once by telephone 
to discuss and share views on a wide array of issues, such as human resource challenges, business 
planning, communication strategy and emerging risks/trends in the rapidly changing financial sec- 
tor. In addition, two Board sub-committees were established: one looked at how OSFI utilizes tech- 
nology, and the other examined OSFI’s role in the regulation of capital markets. OSFI has 
also sought bilateral input from Board members on issues such as its Reference Document for 


Assessing the Corporate Governance of Federally Regulated Financial Institutions. 


A primary objective of the Board is to provide the Superintendent with advice on appropriate 
plans and priorities to ensure OSFI is well positioned to meet its broad objectives. The Board has 
examined and commented on OSFI performance measures and has had several discussions with 
relevant third parties regarding OSFI’s performance. The Advisory Board is not privy to insti- 
tution-specific information held by OSFI, and individual Board members are subject to conflict- 


of-interest and confidentiality rules. 


Quality Assurance and 


Performance Standards > 


— 


This was the first full year of operation for OSFI’s Quality Assurance and Performance Standards 
(QAPS) Division. During the period, the Division undertook a number of initiatives consis- 
tent with its mandate, which is “to assist OSFI in developing a stronger results orientation, 
and enhancing accountability and effectiveness reporting to stakeholders.” In 2000-2001, the 
Quality Assurance section of QAPS undertook a review of Risk Assessment Summary reports 
prepared by the Supervision Sector. This review resulted in specific recommendations to enhance 


and accelerate the implementation of the Supervisory Framework throughout OSFI. 


The Performance Standards section of QAPS developed a structured process for the identification 
of key performance measures in OSFI’s divisions. The process is being pilot tested in four divisions. 
Another project undertaken by the Performance Standards section was the development of an 
approach to compare operating costs with other regulators. The section’s main goal for next year 
will be to apply this approach in conducting two surveys: one for selected Canadian regulators; 
the other for non-Canadian regulators. 
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THE GLOBALIZATION OF FINANCIAL MARKETS AND THE DEVELOPMENT 
OF MULTINATIONAL FINANCIAL INSTITUTIONS HAVE POSED SIGNIFI- 
CANT CHALLENGES FOR REGULATORS AND SUPERVISORS, INCLUDING OSFI. REGULATION IS 
A FUNCTION OF SPECIFIC LEGAL JURISDICTIONS —- COUNTRIES OR EVEN PROVINCES OR STATES. 
THE POWERS OF REGULATORS RARELY GO BEYOND THEIR JURISDICTIONS, YET SOMEHOW 
THEY MUST NOW SUPERVISE INSTITUTIONS THAT OPERATE IN MULTIPLE JURISDICTIONS AND 
RESPOND TO GLOBAL MARKET FORCES. AT PRESENT, THE ONLY WAY THIS CAN BE DONE IS THROUGH 


HARMONIZATION OF REGULATORY AND SUPERVISORY STANDARDS, AND CLOSE COOPERATION 
AMONG REGULATORY BODIES AT ALL LEVELS, SOME OF WHICH ARE RESPONSIBLE FOR A SINGLE 
INDUSTRY. OSFI HAS BEEN A LEADER IN EFFORTS TO ACCOMPLISH BOTH OF THESE OBJECTIVES. 
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International Initiatives > 


OSFI plays an active role within international supervisory bodies that set regulatory standards 
for their industries. In response to the Honourable Paul Martin's call for a new global financial 
architecture and the strengthening of systems of supervision around the world, OSFI has played 
a key role in developing a system of peer review of supervisors’ compliance with standards of best 
practice. This proposal became part of the Financial Sector Assessment Program and the Reports 
on Observance of Standards and Codes, undertaken by the International Monetary Fund (IMF) 
and the World Bank. 


OSFI also plays an active role on the Financial Stability Forum along with representatives of the 
Bank of Canada and the Department of Finance. The Financial Stability Forum was founded in 
1999 in the wake of potentially serious regional financial crises. The organization consists of senior 
representatives from the G-7 countries and those with internationally significant financial sec- 


tors, and was set up to share information and identify sources of global financial instability. 


OSFI was instrumental in the formation of a training institute for leaders of supervisory agencies 
around the world. The institute, called the Toronto International Leadership Centre for Financial 
Sector Supervision, was formed by the Schulich School of Business (York University), the World 
Bank and the Canadian Government, with active support and encouragement from OSFI. 
Later, the IMF and the Financial Stability Institute of the Bank for International Settlements 
joined the founders as the main funding bodies of the Centre. Recently, with the support of the 
Government of Canada, OSFI also began to develop a program of technical assistance for super- 


visors in developing countries. 


2000-2001 Developments: Basel 
Committee on Banking Supervision > 


During 2000-2001, OSFI continued to play an active role in the Basel Committee on Banking 
Supervision, the G-10 grouping of bank supervisory agencies and central banks that develops 
supervisory guidance on key banking issues. 
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New. Capital Accord Proposals > 


The most prominent initiative during this period was the release, in January 2001, of a second 
consultative paper on the New Basel Capital Accord. The new Accord will replace the 1988 version, 
which has been adopted widely as the international bank capital standard. The new framework is 
intended to align capital adequacy assessment more closely with the key elements of banking risks, 
and to provide incentives for banks to enhance their risk measurement and management capabilities. 
The conceptual framework of the proposed New Basel Capital Accord is based on three pillars: 


> minimum quantitative requirements; 
> supervisory review; and 
s disclosure requirements. 


The new framework will improve safety and soundness in the financial system by placing more 
emphasis on the banks’ own internal control and management, the supervisory review process 
and market discipline. The new Accord will provide a spectrum of approaches to determine required 
capital levels, from simple to advanced methodologies for the measurement of both credit risk 
and operational risk. Providing a range of options has added a greater degree of complexity to the 
proposals. The new proposals refine current approaches to measuring credit risk under the first 
pillar, as well as the formulation of more risk-sensitive approaches to the treatment of collateral, 
guarantees, credit derivatives, netting and securitization. In addition, for the first time, the frame- 


work provides a quantitative capital charge for operational risk. 


The New Basel Capital Accord is expected to be finalized by the end of 2002. To ensure OSFI 

understands the implications of the new Accord proposals for banks in Canada, it is working f¥ 
with the Canadian banking industry during the developmental stages and the consultation period 
for the Accord. OSFI will continue to consult with the banking industry to facilitate implemen- 
tation of the new Accord, which is scheduled for 2005. 


Other Supervisory Guidance > 


OSFI participates in the Basel Committee's development of standards and guidance that touch 
on a broad spectrum of banking supervisory areas. As a participant in this process, OSFI reflects 
international guidance in the standards and guidance applicable to Canadian domestic deposit- 
taking institutions. During 2000-2001, the Basel Committee worked on a variety of topics and 


released papers on several subjects, including: 
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highly levered institutions; 


the relationship between supervisors and external auditors (for consultation); 
customer due diligence for banks (for consultation); 

electronic banking; 

principles for the management of credit risk; 

best practices for credit risk disclosure; 

managing settlement risk in foreign exchange transactions; and 

internal audit in banking organizations. 


All documents released by the Basel Committee are accessible via the link to the Bank for International 
Settlements from the “Links” section of OSFI’s Web site. 


International Association of 


Ir 


= 


Sufance Supervisors: (LAs e 


During 2000-2001, OSFI was active in the affairs of the IAIS. In addition to being a member 
of the Executive Committee and the Technical Committee, OSFI was also represented on the 
Accounting Sub-Committee and the Task Force on Assessment and Implementation of Insurance 
Core Principles, and participated in the IAIS Core Principles self-assessment. In March 2001, an 
employee from OSFI’s International Liaison Division accepted a two-year secondment as Principal 
Administrator with the LAIS Secretariat in Basel to support the organization's standards devel- 


opment and other activities. 


OSFI continued to work as part of the Joint Forum, whose initial focus on the supervision of finan- 
cial conglomerates has more recently been expanded to include cross-sectoral supervision issues. 
Three Joint Forum working groups were active during 2000-2001, with OSFI playing a signifi- 
cant role in the working group examining Core Principles comparisons across the banking, insur- 
ance and securities industries. The two other groups focused on corporate governance, and risk 


management and definition of capital issues. 
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Financial Stability Forum (FSE) 


V 


The Superintendent continued to serve as the Canadian banking supervisor representative on 
the FSE, which was created by G-7 Finance Ministers in 1999 to foster and coordinate international 
financial stability. During the year, the FSF continued to monitor potential vulnerabilities in the 
international financial system and a number of other initiatives, including progress on earlier 


recommendations concerning offshore financial centres and highly leveraged financial institutions. 


Integrated Financial Supervisors 


V 


In May 2000, OSFI hosted the second Integrated Financial Supervisors Conference, an ad hoc 
group of senior representatives from ten agencies around the world that are responsible for 
banking and insurance and, in some cases, securities supervision. Discussions focus primarily on 
the unique challenges of supervising more than one industry. The information gathered each 
year in preparation for the discussions is shared with other supervisors that might be preparing to 
meet such challenges. 


Toronto Centre 


OSFI has expanded its support for and involvement in the activities of The Toronto Interna- 
tional Leadership Centre in line with the Government of Canada’s decision to increase its 
financial support for the Centre. The Centre has made impressive progress in the past year, 
particularly in its delivery of programs in different regions of the world and the development of 


remote participation programs using the Internet. 


V 


Technical Assistance 


In early 2001, OSFI took steps to create a technical assistance group to respond better to requests 


from foreign supervisors for assistance in strengthening their supervisory practices and regimes. 


Adding Value 


OSFI’S CORE BUSINESS IS THE REGULATION AND SUPERVISION OF 


FINANCIAL | 


PROVIDES ACTUARIAL ADVICE TO THE GOVERNMENT OF CANADA FOR 


VARIOUS PE 


IS CARRIED OUT BY THE OFFICE OF THE CHIEF ACTUARY (OCA), WHICH 


STITUTIONS AND PENSION PLANS. HOWEVER, IT ALSO 


SION PLANS AND SOCIAL PROGRAMS. THIS FUNCTION 


IS NOW STRUCTURED AS A DIVISION WITHIN OSFI'S SPECIALIST SUPPORT SECTOR. 
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Office of the Chief Actuary > 


The OCA has introduced a number of fresh approaches to carrying out its responsibilities. 
One of these innovations is the organization of a series of seminars to discuss the key assump- 
tions to be used by the Chief Actuary in preparing his tri-annual report on the Canada Pension 
Plan. These seminars have featured presentations by experts, including leading economists, 
on such issues as labour force growth, labour force participation rates and changes in average 
income. These issues have been debated by participants that include officials from the federal 
and provincial governments. 


2000-2001 Developments > 


The OCA provides actuarial services for the Canada Pension Plan (CPP) and Old Age Security 
(OAS), and pension and benefits plans covering members of the federal Public Service, the 
Canadian Forces, the Royal Canadian Mounted Police, federal judges and Members of Parliament. 
During 2000-2001, the Office was asked to provide an actuarial report on the Canada Student 
Loans Program. 


In addition to preparing statutory actuarial reports on the financial status of the plans, the OCA 
provides relevant government departments with actuarial advice on the design, funding and 
administration of these plans. OCA clients include Human Resources Development Canada, 
Finance, Treasury Board, Public Works and Government Services, the Canadian Forces, the 
RCMP and Justice. 


In November 2000, the OCA hosted “Demographic and Economic Perspectives of Canada, 
Years 2000-2050,” the second seminar designed to broaden the OCA’s sources of advice and 


opinions concerning the assumptions made in preparing the CPP report. 


Seven third-party requests for actuarial information and services were received during the year 
and handled according to the Service Charges Regulations under the OSFI Act. An OSFI policy 
that guides OCA’s treatment of all such third-party requests has been in force since April 2000. 
The policy ensures OCA applies standardized practices and provides transparency for its operations. 
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Specific services provided by OCA during the year included: 


> a presentation on the financial sustainability of the CPP, delivered in March 2001 to 


the Income Security Programs, Outreach, Human Resources Development Canada; 


> actuarial reports on the Public Service Pension Plan, the RCMP Pension Plan 
and the Public Service Life Insurance Plan, tabled in March 2001; 


actuarial advice in the design and costing of the various pension and insurance proposals 


V 


for judges, as part of Bill C-12, provided at the request of both the Department of Justice and 


the Judicial Compensation and Benefits Commission; and 


> ongoing advice and support given to the Public Sector Pension Investment Board, as well 
as to the Pension Advisory Committees of the Public Service, the Canadian Forces and the 
RCMP. Each Committee provides advice to the relevant Minister on the design, adminis- 
tration and funding of the plan. 
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Financial Highlights = 


Oo 


Accrual Accounting In 2000-2001, OSFI converted its financial records and systems to 
accrual accounting, thereby complying with Canadian generally accepted accounting principles. 
In previous years, financial records were kept in accordance with the modified cash accounting 
policies of the federal government. This accounting change was consistent with the Government- 
wide Financial Information Strategy, aimed at improving the financial information available to 
managers, stakeholders and the general public. As a consequence of the move to accrual account- 
ing, OSFI sought an independent audit, carried out by the Auditor General of Canada. 


Revenues As part of OSFI’s accountability framework, a full and open dialogue is maintained 
with OSFI’s stakeholders on the costs and benefits associated with fulfilling its mandate. Each 
year, OSFI reviews its budget and priorities with industry stakeholders. In addition, OSFI seeks 
industry input regarding the asset- or premium-based assessments on the industry and the sup- 


plementary user-pay assessments from which OSFI secures the bulk of its revenue. 


Breakdown of Revenue by Industry Type 


GOVERNMENT OF 
CANADA > 6% 
OTHER > 4% 


PENSION 
PLANS > 6% 


COOPERATIVE CREDIT 


ASSOCIATIONS > 1% 
BANKS, TRUST 


AND LOAN 
COMPANIES > 42% 


PROPERTY AND 
CASUALTY INSURANCE 
COMPANIES > 13% 


LIFE INSURANCE COMPANIES AND 
FRATERNAL BENEFIT SOCIETIES > 28% 


FINANCIAL HIGHLIGHTS 


Expenditures Canada’s financial sector is growing in size and complexity. New products, 
new technologies and new risk transfer mechanisms present challenges for the regulator. OSFI is 
responding to these challenges by adding expertise and enhancing its employee mix, with the 
resulting cost implications. OSFI’s operating expenditures increased in 2000-2001 by approxi- 
mately 9 per cent over 1999-2000 on the former modified cash basis. This trend is forecast to 
continue as OSFI improves training and career opportunities for its employees and recruits indi- 
viduals from the financial sector with the specialized skills and knowledge required by OSFI 


to carry out its increasingly demanding mandate. 


Cash Entitlement OSFI’s cash entitlement is comprised of the unspent cumulative assessments 
related to its one and supervision operations. When OSFI was established by merging the 
Inspector General of Banks and Department of Insurance, it was credited with the assessments 
that recovered the costs of its predecessor organizations. This helped fund OSFI’s first year of oper- 
ations and established a pool of working capital necessary to support OSFI’s annual assessment 


and expenditure cycle. 


Accounts Receivable Accounts receivable decreased by $12.8 million in 2000-2001. This 
decrease was largely attributable to the payment by four life insurance companies of costs incurred 
by OSFI relating to the demutualization of the companies. Under an agreement with OSFI, these 


companies had agreed to assume responsibility for such demutualization costs. 


surance Company Liquidations Previous to recent amendments to the /ysurance Companies 
Act and the Winding-Up Act, the courts appointed the Superintendent of Financial Institutions 
as the liquidator of several failed insurance companies. The Superintendent then hired agents 
to carry out the liquidation work. Some of these liquidations are still ongoing. On behalf of the 
remaining active institutions, OSFI pays all expenses related to the liquidations and then recovers 
these costs from active institutions through special assessments. As the liquidations are settled and 
recoveries received, funds are deposited into a Specified Purpose Account. OSFI will redistribute 


all recoveries to the institutions that paid the special assessments. 


Office of the Chief Actuary In 2000, the Office of the Chief Actuary was asked by the Government 
to provide actuarial services to the Canada Student Loans Program operated by Human Resources 
Development Canada. To carry out this new responsibility, the Office of the Chief Actuary 
increased its staff by approximately 20 per cent. The cost of this increase was recovered from Human 
Resources Development Canada. 
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Management's Responsibility 


for the Financial Statements 


Responsibility for the integrity and objectivity of the accompanying financial 
statements and the consistency with all other information contained in this 
annual report rests with OSFI management. 


These financial statements, which include amounts based on management's best 
estimates as determined through experience and judgement, have been prepared in 
accordance with Canadian generally accepted accounting principles. Management 
has developed and maintained books of accounts, records, internal controls, 

management practices, and information systems designed to provide reasonable 
assurance that the assets are safeguarded and controlled, resources are managed 
economically and efficiently in the attainment of corporate objectives, and that 
transactions are in accordance with the Financial Administration Act and regula- 


tions as well as OSFI policies and statutory requirements. 


The Auditor General of Canada, the independent auditor for the Government 
of Canada, has audited the transactions and financial statements of the OSFI, 


and reports on her audit to the Minister of Finance. 


John R.V. Palmer 


Superintendent 


Lin nD ache 
Edna M. MacKenzie 


Assistant Superintendent 
Corporate Services 


Ottawa, Canada 
June 22, 2001 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR’S REPORT 


To the Minister of Finance 


I have audited the statement of financial position of the Office of the Superintendent 
of Financial Institutions as at 31 March 2001 and the statements of operations and 
equity of Canada and cash flows for the year then ended. These financial statements 
are the responsibility of the Office’s management. My responsibility is to express an 


opinion on these financial statements based on my audit. 


I conducted my audit in accordance with Canadian generally accepted auditing stan- 
dards. Those standards require that I plan and perform an audit to obtain reasonable 
assurance whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the 

financial position of the Office as at 31 March 2001 and the results of its operations 
and its cash flows for the year then ended in accordance with Canadian generally 
accepted accounting principles. 


ae eee 
John Wiersema, CA 
Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
22 June, 2001 


FINANCIAL STATEMENTS 


Statement of Financial Position 


> 

As at March 31, 2001 with comparative figures as at April 1, 2000 
ASSETS 

2001 2000 
Assets 
Cash Entitlement $ 37 578 910 $ 28 035 979 
Accounts Receivable 304 324 Uses Sal 7a 
Capital Assets ° 3 649 700 3 104 606 
TOTAL ASSETS $ 41 532 934 $ 44 275 756 
LIABILITIES AND EQUITY OF CANADA 

2001 2000 
Liabilities 
Accounts Payable & Accrued Liabilities $ 4397 228 SS 2 Chile sis) 
Accrued Salaries and Benefits 3 830 235 4 265 028 
Unbilled Assessments Asie 79 5 069 511 
Employee Future Benefits 5 284 723 4 238 462 fy 

13 943 965 16 489 354 ae 

Equity of Canada 27 588 969 27 786 402 


TOTAL LIABILITIES AND EQUITY OF CANADA 


Commitments and Contingencies /: © 


$ 41 532 934 


$ 44 275 756 


John R.V. Palmer 


Superintendent of Financial Institutions 


THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS. 
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Statement of Operations and Equity of Canada > 


For the year ended March 31, 2001 


REVENUES 

Assessments $43 257 461 

Pension Plan Fees 3 765 180 

Service Charges 5 279 611 

TOTAL REVENUES $52 302252 
EXPENSES 

Human Resources $40 184 752 

Professional Development 1 387 028 

Travel ZS2 Oil 

Professional Services 1 001 073 

Facilities 4 391 595 

Information Management/Technology 3 148 832 
Administration 2 407 410 

TOTAL EXPENSES 54 672 791 
NET RESULTS OF OPERATIONS BEFORE GOVERNMENT FUNDING (2370 539) 
Government Funding © 2 173 106 
NET RESULTS OF OPERATIONS FOR THE YEAR (197 433) 
EQUITY OF CANADA, BEGINNING OF YEAR 27 786 402 
EQUITY OF CANADA, END OF YEAR $27 588 969 


THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS. 
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Statement of Cash Flows > 


For the year ended March 31, 2001 


OPERATING ACTIVITIES 


Net Results of Operations See CiO7e438)) 
Non-Cash items included in operations 

Amortization of Capital Assets 1 363 641 

Employee related liabilities 611 468 


Change in assets/liabilities 


Decrease in accounts receivable 12 830 847 

Decrease in unbilled assessments (4 637 732) 

Increase in accounts payable and accrued liabilities 1 480 875 

CASH PROVIDED BY OPERATING ACTIVITIES 11 451 666 

INVESTING ACTIVITIES 

Acquisition of capital assets (1 908 735) 

CASH APPLIED TO INVESTING ACTIVITIES (1 908 735) pr 
INCREASE IN CASH ENTITLEMENT 9 542 931 

CASH ENTITLEMENT, BEGINNING OF YEAR 28 035 979 

CASH ENTITLEMENT, END OF YEAR $ 37 578 910 


THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS. 
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FINANCIAL 


STATEMENTS 


Notes to the Financial Statements Po 


1. > AUTHORITY AND OBJECTIVE 


I ) The Office of the Superintendent of Financial 
Institutions (“OSFI”) was established by the Office 
of the Superintendent of Financial Institutions Act 
(“OSFI Act”) in 1987 to regulate and supervise all fed- 
erally regulated financial institutions. For OSFI, a fed- 
erally regulated financial institution is any entity that 
has been created or is allowed to offer financial services 
pursuant to one of the financial institution statutes 
promulgated by the federal government and includes 
banks, trust and loan companies, federally registered 
insurance companies, cooperative credit associations, 
fraternal benefit societies and pension plans. Pursuant 
to the Financial Administration Act (“FAA”), OSFI is 
a department of the Government of Canada for the pur- 
poses of that Act and is listed in schedule I.1 of the Act. 


II ) The Office of the Chief Actuary (“OCA”), a divi- 
sion of OSFI, provides actuarial advice to the Govern- 
ment of Canada. The OCA performs actuarial services 
for a variety of public insurance and pension programs 
as required under the Canada Pension Plan Act and 
the Public Pensions Reporting Act. 


III ) In addition, OSFI has responsibilities 


under the following legislation: 


Bank Act; 

Cooperative Credit Associations Act; 

Green Shield Canada Act; 

Insurance Companies Act; 

Pension Benefits Standards Act, 1985; and 
Trust and Loan Companies Act. 


IV ) Under previous provisions of the Insurance 
Companies Act and the Winding-Up Act, OSFI acted 
as liquidator of failed insurance companies when ap- 
pointed by Court Order. Under these circumstances, 
the Superintendent hired agents to carry out the liqui- 
dation work in each case. However, under the new 
provisions of the Winding-Up and Restructuring Act 
(Section 23.3), the Superintendent can no longer be 
appointed as liquidator of a failed institution. 


2. > SPENDING AND 
BORROWING AUTHORITY 


Pursuant to section 17 of the OSFI Act, the Minister 
may spend any revenues collected under sections 
23 and 23.1 of the OSFI Act to defray the expens- 
es associated with the operation of OSFI. The Act 
also establishes a ceiling for the expenses and sets this 
ceiling at $40,000,000 above the amount of revenue 
collected. 


OSFI revenues are comprised of assessments, fees, and 
service charges. The expenses against which assessments 
may be charged include those in connection with the 
administration of the Bank Act, the Cooperative Credit 
Associations Act, the Insurance Companies Act, the 
Green Shield Canada Act, and the Trust and Loan 
Companies Act. The formula for the calculation of 
assessments is included in regulations. 


The Pension Benefits Standards Act, 1985 (“PBSA, 
1985”) provides that fees may be charged for the reg- 
istration and supervision of pension plans and for the 
supervision, including inspection, of registered pension 
plans. The amount of the fees is set annually by reg- 
ulation pursuant to section 25 of the PBSA, 1985. 


Section 23.1 of the OSFI Act provides that the 
Superintendent may assess against a person a prescribed 
charge (“service charge”) and applicable disbursements 
for any service provided by or on behalf of the Super- 
intendent for the person’s benefit or the benefit of a 
group of persons of which the person is a member. 
“Person” includes individuals, corporations, funds, 
unincorporated associations, Her Majesty in Right 
of Canada or of a province, and a foreign government. 
The service charges are detailed in the regulations. 


Pursuant to section 16 of the OSFI Act, Parliament 


annually provides appropriations to support the oper- 
ations of the Office of the Chief Actuary. 
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3. > SIGNIFICANT 
ACCOUNTING POLICIES 


a) Basis of Presentation 

The financial statements of OSFI have been prepared 
in accordance with Canadian generally accepted ac- 
counting principles. 


b) Revenue Recognition 
Revenue is recorded in the accounting period in which 
it is earned whether or not it has been billed or collected. 


OSFI charges interim assessments based on its bud- 
geted expenditures and forecast industry results. Final 
assessments are billed in the subsequent fiscal year, 
based on the actual results from the prior year. Pension 
plan fee rates are set annually based on budgeted expen- 
ditures, forecast pension plan membership and actual 
results from the previous year. 


c) Cash Entitlement 

OSFI does not have its own bank account. The finan- 
cial transactions of OSFI are processed through the 
Consolidated Revenue Fund (CRF) of Canada. OSFI’s 
cash entitlement represents the amount the Office is 
entitled to withdraw from the CRF without further 
authority. This amount does not earn interest. 


d) Capital Assets 

Capital assets are recorded at historical cost less ac- 
cumulated amortization. Amortization is recorded using 
the straight-line method over the estimated useful lives 
of the assets as follows. 


Assets Useful life 
Leasehold Remaining life 
Improvements of the lease 
Furniture and Fixtures 7 years 
Office Equipment 4 years 
Informatics Hardware 3 years 
Informatics Infrastructure (Network) 3 years 
Informatics Software 5 years 
Motor Vehicles 5 years 


e) Contributions to Public Service 
Superannuation Plan 

OSFI’s eligible employees participate in the Public 
Service Superannuation Plan administered by the Gov- 
ernment of Canada. Both the employees and OSFI 
contribute to the cost of the Plan. OSFI’s contribution 
in the year was $4,512,534. Contributions by OSFI 


in respect of current service are expensed in the year in 
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which payments are made. OSFI is not required under 
present legislation to make contributions with respect 
to any actuarial deficiencies of the Public Service Super- 
annuation Plan. 


f) Employee Future Benefits 

On termination of employment, employees are entitled 
to certain benefits provided for under their conditions 
of employment through a severance benefits plan. 
OSFI recognizes the cost of future severance benefits 
over the periods in which the employees render services 
to OSFI, and the liability for these benefits is recorded 
in the accounts as the benefits accrue to the employees. 
OSFI’s current year expense is $1,046,261. 


g) Specified Purpose Account 

OSFI has an interest-bearing specified purpose account 
within the Consolidated Revenue Fund for insurance 
company liquidations. Previous to recent amendments 
to the Jnsurance Companies Act, the courts appointed 
the Superintendent as the liquidator of several failed 
insurance companies. In this capacity, OSFI pays, on 
behalf of the remaining active institutions, all expenses 
related to the liquidation, and then recovers these costs 
from active institutions. The revenues and expenses 
related to these accounts are not included in the OSFI 
statement of operations. 


h) Use of Estimates 

These financial statements are prepared in conformity 
with Canadian generally accepted accounting prin- 
ciples, which require that OSFI management make 
estimates and assumptions that affect the amounts 
reported in these financial statements. Human resources 
related liabilities, useful life of capital assets and con- 
tingent liabilities are the most significant items for 
which estimates are used. Actual results could differ 
from those estimates. 


In previous years, OSFI prepared its financial results 
on a cash basis. This is the first year that a set of finan- 
cial statements including Statement of Financial Pos- 
ition, Statement of Operations and Equity of Canada 
and Statement of Cash Flows have been prepared in 
accordance with Canadian generally accepted ac- 
counting principles. It is neither practical nor cost effec- 
tive for OSFI to show comparative amounts because 
the information is not readily available and any esti- 
mation of previous year amounts would not be able 
to be substantiated with any degree of precision. 


5. > CAPITAL ASSETS 


FINANCIAL STATEMENTS 


Cost April 1, 2000 Additions March 31, 2001 
Leasehold Improvements $ 589,629 Ses59250 $ 724,879 
Furniture and Fixtures 890,334 522,420 PAT oe: 
Office Equipment 85,496 118,742 204,238 
Informatics Hardware 859,298 440,912 1,300,210 
Informatics Infrastructure WAL en Pyle toyayal 978,982 
Informatics Software 2,912,871 429,860 Sve V/s il 
Motor Vehicle Zev - Pil FAsyl 
TOTAI $6,076,816 $1,908,735 $7,985,551 
Accumulated amortization April 1, 2000 Amortization March 31, 2001 
Leasehold Improvements $ 109,195 $ 123670 $ 232,865 
Furniture and Fixtures 279,054 164,507 443,561 
Office Equipment 30,093 36,217 66,310 
Informatics Hardware 358,710 342,716 701,426 
Informatics Infrastructure 281,599 230,664 52263) 
Informatics Software 1,893,978 463,691 2,357,669 
Motor Vehicle 19,581 2,176 PAL /eyi 
TOTAL $2,972,210 $1,363,641 $4,335,851 


6. > GOVERNMENT FUNDING OSFI receives an annual parliamentary appropriation pursuant to 

section 16 of the OSFI Act to support its mandate relating to the Office of the Chief Actuary. In this fiscal year, 

OSFI was granted $1,773,103 in parliamentary appropriations to defray the expenses associated with the 
} ge provision of service by the Office of the Chief Actuary, and $400,000 in appropriations to defray the cost of imple- 
| menting the government-wide Financial Information Strategy (FIS). Among other things, FIS represents a move 
from reporting on a modified cash basis to full accrual accounting. 


7. >» COMMITMENTS  OSFI has entered into lease agreements for office space in four locations across 
Canada. The minimum aggregate annual payments for future fiscal years are as follows: 


2001-02 $ 3,392,160 

2002-03 3,340,301 

2003-04 3,173,410 

TOTAI $9,905,871 


8. > CONTINGENCIES During the fiscal year 2000/01, OSFI was named in a suit requesting an order 
that the decision of the Canadian Human Rights Tribunal concerning pay equity be applied to separate employers, 
such as OSFI. In the opinion of management, the outcome is not determinable at this time. 
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9. > SPECIFIED PURPOSE ACCOUNT 
During the year, the following activity occurred in this account. 


Specified Purpose Account: Insurance Company Liquidations 


Opening Balance $ 88,147 

Recoveries deposited 6,521,745 

Interest earned* 102,400 

CLOSING BALANCE $ 6,712,292 


* Interest was due from the Government of Canada on March 31, 2001 


10. > RELATED PARTY TRANSACTIONS OSFI is related in terms of common ownership to all Gov- 
ernment of Canada departments and Crown corporations. OSFI enters into transactions with these entities 
in the normal course of business and on normal trade terms. OSFI had expenses of $12,717,066 and revenues 
of $3,008,329 incurred from transactions in the normal course of business with other Government departments 
during the year. 


As at March 31, the accounts receivable and payable with other Government entities and unrelated external parties 
were as follows: 


Other Government Departments External Parties Total 
2001 — 
Accounts Receivable $ 65,928 $ 238,396 $ 304,324 
Accounts Payable $ 610,077 SS ASy/ ian $ 4,397,228 
2000 - — 
Accounts Receivable $ “ So dismissal Gmowlo Srl 
Accounts Payable $ 143,150 Sie S203 $ 2,916,353 


11. > SEGMENTED INFORMATION 


Supervision of Financial 


Office of the fy 


Institutions and Pension Plans Chief Actuary Total 
Assessments $ 43,257,461 $ - $ 43,257,461 
Pension Plan Fees 3,765,180 - 3,765,180 
Service Charges 4,133,585 1,146,026 5,279,611 
TOTAL REVENUES 51,156,226 1,146,026 527302 252 
Human Resources 37,942,556 2,242,196 40,184,752 
Other Operating Expenses 13,613,670 874,369 14,488,039 
TOTAL EXPENSES 51,556,226 3, 116/565 54,672,791 
NET RESULTS OF OPERATIONS BEFORE (400,000) (1,970,539) (2,370,539) 
GOVERNMENT FUNDING 
Government funding 400,000 77S. 106 Zi LOO 
NET RESULTS OF OPERATIONS $ $ (197,433) $ (197,433) 
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Appendix 1 — Complaints an d Enquiries = 


Under the terms of its Act, OSFI is required to include in its annual report information respecting complaints 
and enquiries from consumers of financial institutions who have contacted us. 


Since 1992, financial institutions have been required by law to establish specific procedures for handling customer 
complaints. These procedures must be readily available to customers and include information on how to contact 
OSFI. When someone contacts us, a complaints and enquiries officer analyzes the situation and, whenever possible, 
offers suggestions on how it can best be handled. Officers often respond directly to enquiries that are of a general 
nature. Complaints or enquiries that are more specific or relate to a specific institution are directed to indi- 
viduals in the relevant institution. OSFI’s toll-free telephone service is still the most popular way for consumers to 
contact us; however, we also receive complaints and enquiries through the mail and via the Internet. In particular, 
e-mail contacts are on the rise, with 849 received in 2000-2001, a 15 per cent increase over last year’s figure of 736. 


As indicated in the following tables, during 2000-2001, OSFI received 12,103 enquiries and 4,465 complaints, for 
a combined total of 16,568 contacts. The number of enquiries is down substantially from the previous year’s total 
of 20,512, because some 8,300 calls related to the demutualization of four of Canada’s life insurance companies 
were included in the figure for 1999-2000. The complaints total is up slightly from the 4,014 recorded in 1999-2000. 


1. Complaints by Sector — For the period of April 1, 2000 to March 31, 2001 


BANKS — TRUST LIFE P&C PENSIONS LOAN CO-OP. OTHER TOTAL 


Complaints 


ABMs 80 4 1 6) ¢) 1 0) 5 Sil 
Accounts 873 BS ) 0) ) 1 ) 36 965 
Cost of Borrowing 20 ) ¢) 0) ¢) O 0) @) 20 
Credit Cards Swiil Wi, 1 0 0 O 6) Kg) 428 
Estate Issues 34 14 ) ¢) 0) 6) 0 0) 48 
Financial Status/Stability Zz 0) 1 ) 6) ¢) ¢) ¢) S 
Floating Issues 6) 1 0) 9 0) 1) 0) 11 
General Information 5s 4 29 2 62 6) 6) 11 161 
Insurance Policy 4 4 186 120 1 6) ¢) 38 353 
Investment Products 299 56 17 2 0 il 0) 4 S79 
Legislation/Regulations/ 

Guidelines 12 1 1 0 5 6) 6) 9 28 
Loans/Mortgages boy; 41 If 0) ¢) 6 0 10 661 
Non-OSFl-Related Issues 5 0) 1 6) 0) O 178 184 
OSFl-Related Issues 5 2 @) ¢) 0) @) 1 8 
Privacy Issues 40 5 4 1 0) 0) 0 2 52 
Quality of Service/ 

Internal Policies 550 29 22 4 1 2 0) Pi 629 
Service Fees/Charges 262 9 2 2 ¢) 6) 6) 276 
Small Business Issues 156 i 0 ¢) 0) ) 0) 6) 163 
Tied Selling Issues 5 ¢) ) ) ) 6) 6) ) 5 
TOTAL COMPLAINTS 3388 247 274 ASP 78 1] 0 335 4465 
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2. Enquiries by Sector — For the period of April 1, 2000 to March 3 


BANKS TRUST LIFE P&C PENSIONS LOAN CO-OP. OTHER TOTAL 
Enquiries 


ABMs 16 0 0 ) ¢) 0 0 2 18 
Accounts 186 VS 0) ) 2 ) 6) 8 209 
Cost of Borrowing 9 1 ¢) ) ) ) 6) 6) 10 
Credit Cards 137 3 ¢) 0) 0) 0) 0 I 147 
Estate Issues 9 3 ) ¢) ) ) ) 1 13 
Financial Status/Stability 213 39 45 24 0 2 6) 38 361 
Floating Issues 2 6) IL 0) 6 6) ) ) ) 
General Information ois 166 536 99 1246 25 tL Ws) Si7feslis) 
Insurance Policy 3 1 90 10 3 ) 0) 65 2 
Investment Products 39 12 8 0 2 0) 3 65 
Legislation/Regulations/ 

Guidelines 361 56 20 9 S73 8 0) B25) ley 
Loans/Mortgages 98 6 1 1 0) 6) 7 109 
Non-OSFl-Related Issues 39 4 7 3 i 1 0 ays) layse 
OSFl-Related Issues 193 50 45 17 42 10 0 301 658 
Privacy Issues WS) i O 6) 0 ) ) 0) 14 
Quality of Service/ 

Internal Policies 55 1 0) 0) 0) 0) 6) 5 61 
Service Fees/Charges 28 2 6) 0) 0) O 0) 1 Sil 
Small Business Issues 18 0) O 0) 0) ) 6) 4 22 
Tied Selling Issues S) ) O O 4 6) 0) 6 IS) 


TOTAL ENQUIRIES 


BANKS — TRUST LIFE P&C PENSIONS LOAN CO-OP. OTHER TOTAL 


TOTAL 


4, Requests by Type 


Written 891 
Telephone 14820 
Personal Interview 8 
Internet 849 


TOTAL 
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Appendix 2 — Disclosure of Information = 


Under the OSFI Act, the Superintendent is required to report to Parliament each year on the 
disclosure of information by financial institutions and the state of progress in enhancing the 


disclosure of information in the financial services industry. 
OSFI’s Role in Enhancing Disclosure 


OSFI contributes to and promotes effective disclosure by publishing financial information 
directly, providing guidance to institutions on their disclosure, and contributing as members of 


international supervisory groups that provide industry with guidance on best practices. 


For several years, OSFI has released selected financial regulatory information on federally regulated 
financial institutions through Ivation Datasystems Inc., a private sector, commercial database 
company that makes the information available to the public for a fee. In addition, OSFI publishes 
on its Web site a year-end balance sheet and income statement for each institution. During the 
year under review, OSFI began work on a project to increase the amount of financial data available 
on its site, with completion slated for the fall of 2001. 


In 1997, OSFI issued disclosure guidelines to federally regulated deposit-taking and life insurance 
institutions. The guidelines cover minimum levels of disclosure of financial information, as well 
as information relating to risk management and control practices. The guidelines are intended to 
supplement the disclosures required by the Canadian Institute of Chartered Accountants (CICA) 
Handbook and other OSFI guidelines. In March 2001, a draft Guideline for property and casualty 
insurance companies was released to the industry for final comment, with the expectation it will be 
published in definitive form in the fall of 2001 for use in disclosing 2001 financial information. 


With the demutualization of several large life insurers in 1999-2000, trading in the shares of an 
important group of Canadian companies was opened to investors. To foster market discipline in 
the insurance industry and to aid financial analysts in understanding the operations of these com- 
panies, OSFI and the Canadian Institute of Actuaries conducted a one-day seminar for analysts. 
The seminar consisted of explanations of actuarial reserving, the analysis of gain and loss by source, and 
embedded value. OSFI, with the cooperation of the Institute, is developing a format for the planned 
disclosure by all Canadian insurance companies of annual gain and loss by source. In addition, the 


larger Canadian life insurers have initiated annual disclosure of their respective embedded values. 


Among other relevant international activities, OSFI participates in the Transparency Group of the 
Basel Committee on Banking Supervision. The mandate of the Transparency Group focuses on 
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promoting market discipline. In fulfilling this mandate, the group develops best-practice guidance 
for disclosure by banks and conducts surveys on annual report disclosures made by large, interna- 
tionally active banks. Historically, OSFT’s detailed reviews of the major Canadian banks annual report 


disclosure have resulted in generally favourable findings when compared to their international peers. 


As a member of the International Association of Insurance Supervisors (IAIS), OSFI has been 
involved in the development of a guidance paper on public disclosure for insurers. The purpose 
of the paper, which will be tabled for adoption by the Executive Committee of the IAIS at its General 
Meeting in September 2001, is to enhance disclosure, thereby improving transparency and pro- 


moting market discipline in the insurance industry. 


OSFI also took part in the Working Group of the Basel Committee on Banking Supervision, the 
Committee on Global Financial System of the Group of Ten central banks, the IAIS and the 
International Organization of Securities Commissions, which formed the Multidisciplinary 
Working Group on Enhanced Disclosure in January 1999. The group’s mandate was to assess the 
feasibility and utility of enhanced public disclosure by financial intermediaries. Following a pilot 
study of 44 private-sector financial institutions in nine countries, the working group issued a 


final report in February 2001, which is available on the IAIS Web site at www.iaisweb.org. 


Consumer Information 


Canada enjoys one of the most advanced and well administered financial systems in the world. It 
is evolving steadily due to new technologies and increased competition that offer more choice and 
opportunities for consumers and benefit Canadian society as a whole. 


Financial Consumer Agency of Canada (FCAC) 


Consumers with questions relating to financial institutions may wish to contact the new FCAC, 
which will be created with the proclamation of Bill C-8 and is scheduled to begin operating in 
the fall of 2001. FCAC will enforce the consumer-oriented provisions of the federal financial 
institution statutes, newly expanded by Bill C-8. This is a responsibility formerly assigned to OSFI. 
FCAC will ensure that consumers, in their day-to-day dealings with financial institutions, fully 
benefit from the consumer protection measures the government provides for in legislation. The 
agency will have the authority to impose penalties on financial institutions for non-compliance 
with these measures. FCAC will also monitor and report on industry self-regulatory initiatives. 
Following proclamation of Bill C-8, the toll-free telephone number for FCAC will be available 
by calling the Government of Canada’s reference service at 1-800-O-Canada. 
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OSFI ANNUAL REPORT 


2001-2000. 0 


| * Office of the Superintendent Bureau du surintendant Canada 


of Financial Institutions des institutions financiéres 


OSFI’S MISSION 


We are the primary regulator of federal financial institutions and pension plans. 
Our mission is to safeguard policyholders, depositors and pension plan members from 
undue loss by advancing and administering a regulatory framework that contributes to 
public confidence in a competitive financial system. We also provide actuarial services 


and advice to the Government of Canada. 


We are committed to being a professional, high-quality and cost-effective organization. 
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[] Letter of Conveyance 


The Honourable John Manley, P.C., M.P. 
Deputy Prime Minister and Minister of Finance 
Ottawa, Canada K1A 0A6 


Dear Minister: 


Pursuant to section 40 of the Office of the Superintendent of Financial Institutions Act, | am 
pleased to submit to you and the Secretary of State (International Financial Institutions) the 
Annual Report of the Office of the Superintendent of Financial Institutions for the period 
April 1, 2001, to March 31, 2002. 


Yours sincerely, 


i ~~ 
Nicholas Le Pan 


Superintendent 


Ottawa, October 1, 2002 


c.c.: The Honourable Maurizio Bevilacqua 


SUCCEEDING IN A CHANGING ENVIRONMENT OSFI ANNUAL REPORT 2001-2002 3 


(| Superintendent’s Message 


The theme of OSFI’s 2001-2002 annual report is 
“Succeeding in a Changing Environment”. 

Over the past year, we have faced the September 
11*8 tragedy. We have seen billions of dollars in value 
disappear in the telecom sector and in equity markets 
more generally. Credit quality issues have emerged in 
several industries and North America has experienced 
an economic slowdown. A number of other serious 
events, such as financial statement surprises at major 
industrial corporations and financial crises in certain 
emerging market economies, have also contributed to 
increased uncertainty in world markets. Profitability in 
parts of the financial services industry or certain busi- 
ness lines has suffered as a consequence. 

We at OSFI are often asked whether we are worried 


given such stresses. OSFI is paid to be aware of risks in 


the system and be prepared to address them, but not to 
overreact. 

One of OSFT’s responsibilities is to remember the lessons of the past and to remind institu- 
tions of the risks that may lie ahead. The system is more resilient today in part because of 
measures taken by OSFI over the past several years to encourage institutions to strengthen 
their capital and provisioning levels. During the year under review and the year prior, OSFI 
significantly enhanced the breadth and depth of its assessment of credit quality and credit risk 
management processes. As well, efforts on the part of institutions and regulators to update 
contingency plans in anticipation of Y2K served us well in the aftermath of September 11th, 

Credit quality deterioration overall has been much less than in the early 1990s and capital 
levels at most federally regulated financial institutions remain well above OSFT’s target levels. 
As of writing, the economic recovery in Canada is proceeding, although the recovery is less 


robust in the United States. While individual financial institutions have experienced losses, 


generally these have been manageable. 
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Canadians rightly have a high degree of confidence in their financial system. The overall 
strength of the industry and the quality of governance and risk management in place at finan- 
cial institutions supports that confidence. So does our sound and effective regulatory system. 
High-quality regulation benefits financial institutions and all Canadians. 

Over the next few years, OSFI will be judged on: how well we anticipate and deal with 
problems that arise; how appropriately our various regulatory and supervisory frameworks are 
structured and implemented; and the professionalism we demonstrate in all our endeavours. 

OSFI has a mandate from Parliament for early intervention when material issues arise 
that might compromise the safety and soundness of individual institutions. We will con- 
tinue to actively pursue this mandate. Encouraging institutions to act quickly and decisively 
when a problem is identified in its early stages improves the chances of success and helps 
to maintain confidence in the financial system in Canada. 

At the same time, OSFT’s role is not to impede responsible business endeavours. Risks must 
be taken and innovation encouraged if the industry is to grow and prosper. Good management 
and profitability are always the first line of defense for institutions when coping with adverse 
developments. A well-managed, profitable institution is usually a sound one; an institution 
suffering chronic losses is not. 

There will be times when OSFI has to intervene to protect depositors and policyholders, 
but it is not our role to provide a failure-proof system. That kind of guarantee does not exist in 
a competitive marketplace and would not be desirable even if it did. Our governing legislation 


anticipates the possibility of business failures and gives OSFI the means to respond. 


A strong regulatory system in Canada opens doors globally. 


How we set and put into effect our rules and supervisory framework can be an aid or an 
unwarranted impediment to institutions’ success. In carrying out our mandate, OSFI must 
balance safety and soundness with the need for intelligent risk taking in a competitive financial 
sector. New rules are not always an appropriate reaction to events in the market place. On the 
other hand, financial institutions need to operate under an effective regulatory and supervisory 
system because it facilitates their access to capital and raises their status as counter parties. A 
strong regulatory system in Canada opens doors globally. 

Canada is a relatively small player in world capital markets and cannot afford an inefficient 
regulatory system. By focussing on issues of greatest importance, OSFI can succeed in reduc- 
ing the costs of supervision for well-managed firms. In recent years, we have introduced more 
flexible regulation and have made use of the work done by institutions themselves to manage 
and control risks. It is a direction in which OSFI will continue to move, provided we can 


continue to rely on effective governance and risk management processes that are supported by 
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effective checks and balances from those such as auditors and actuaries. Although recent events 
have led to some doubts about the effectiveness of checks and balances, OSFI has taken action, 
as outlined elsewhere in this report, to increase the likelihood of these mechanisms being 
effective. 

Paying attention to the costs incurred by financial institutions in complying with regulation 
is at least as important as keeping our own direct costs under control. By changing the way we 


supervise institutions — a path we embarked on three years ago — we are putting our focus on 


As external events affect financial institutions, OSFI can advise, prod and regulate, 


but we do not manage them. 


areas of greatest risk. Another major effort in that regard was gearing up for implementing 
the federal government’s new financial services legislation. Getting our framework right — 
whether it’s our supervisory framework, capital framework or regulatory/legislative framework 
— is important. OSFI will continue to regularly assess how we are doing in this regard. 

As external events affect financial institutions, OSFI can advise, prod and regulate, but we 
do not manage them. The ultimate responsibility for running safe and sound institutions rests 
with the boards of directors and management of the institutions. We will continue to promote 
effective corporate governance and robust risk management in financial institutions as well as 
effective external checks and balances that are key to a sound regulatory system. 

Succeeding in a changing environment requires that OSFI have staff with a vast range 
of experience and a strong commitment to the achievement of our mandate. We are fortunate 
to have such resources. The high quality of Canada’s system of prudential regulation and 
supervision is widely recognized by other countries. We benefit from strong relations with 
other governmental and regulatory organizations in Canada and with regulators in other 
countries. OSFI is an active participant in international forums to strengthen and harmo- 
nize prudential regulation of banks and insurance companies, as well as to help emerging 
market economies implement higher standards. 

During the course of the past year, John R. V. Palmer retired as Superintendent. We owe 
him considerable thanks for directing the major accomplishments of OSF'I over his seven-year 


term. We will continue to build on those successes. 
Yours sincerely, 


AMA Lf. 


Nicholas Le Pan 


Superintendent 
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Role and Responsibilities 


OSFI was established in 1987 by an Act of Parliament-the Office of the Superintendent of 
Financial Institutions Act. OSFI supervises and regulates all banks in Canada, and all feder- 
ally incorporated or registered trust and loan companies, insurance companies, cooperative 
credit associations, fraternal benefit societies and pension plans. 

OSFI also provides actuarial advice to the Government of Canada and conducts reviews of 
certain provincially chartered financial institutions by virtue of federal-provincial arrangements 


or through agency agreements with the Canada Deposit Insurance Corporation (CDIC). 
OSFI derives powers from and is responsible for administering the following legislation: 


° Bank Act; 

* Trust and Loan Companies Act; 

* Cooperative Credit Associations Act; 
* Insurance Companies Act; 


* Pension Benefits Standards Act, 1985. 


These Acts set out the rules for the structure and operation of federally regulated financial 
institutions and the standards for pension plans. The various Acts address the unique aspects of 
the sectors each governs, but are designed to be consistent with each other. 

OSFI is comprised of the Supervision, Regulation, Specialist Support and Corporate 
Services Sectors, as well as the Office of the Chief Actuary, employing some 450 people in 
offices located in Ottawa, Montréal, Toronto and Vancouver. 

OSFI is funded mainly through asset-based, premium-based or membership-based assess- 
ments on the financial services industry and a modified user-pay program for selected services. 
A small portion of OSFT’s revenue is derived from the Government of Canada, primarily for 
actuarial services relating to the Canada Pension Plan, the Old Age Security Plan, the Canada 


Student Loan Program and various public-sector pension and benefit plans. 
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[| Mandate and Objectives 


To accomplish its mission of safeguarding policyholders, depositors and pension plan mem- 
bers from undue loss, OSFI advances and administers a regulatory framework that provides for 
the early identification and resolution of compliance or operational issues that could threaten 


the safety and soundness of financial institutions or affect public confidence in the financial 


..OSFI advances and administers a regulatory framework that provides for the early 
identification and resolution of compliance or operational issues that could threaten the 


safety and soundness of financial institutions... 


system. At the same time, OSFI recognizes the regulatory system must not unduly impede 
institutions from competing effectively. OSFI’s employees are committed to delivering profes- 
sional, high-quality and cost-effective performance. 


OSFI has two objectives that are critical to achieving its mission: 


Safeguarding from Undue Loss — We identify institution-specific risks and trends and 
intervene in a timely manner so as to minimize losses to policyholders, depositors and 


pension plan members. 


Public Confidence — We contribute to public confidence by enhancing the safety and 
soundness of the Canadian financial system in a competitive environment. We evaluate 


system-wide risks and promote the adoption of sound business and financial practices 
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[] Financial Institutions and 


Pension Plans Regulated by OSFI 


Number 4 
Banks 
Domestic 14 
Foreign bank subsidiaries 53 
Foreign bank branches WW 
Trust and Loan Companies 
Bank-owned 36 
Other 29 
Cooperative Credit Associations 7. 
Life Insurance Companies 
Canadian-owned 44 
Foreign branches 64 
Fraternal Benefit Societies 
Canadian-owned 13 
Foreign Branches 1. 
Property and Casualty Insurance Companies 
Canadian-incorporated 94 
Foreign branches 104 
Pension Plans 1,189 


Assets 2,3 
(Millions) 


SSL SIS7/ 
$77,508 
$27,614 


$187,853 


$8,321 


$11,966 


$318,117 
$26,093 


$7,145 
$1,035 


$43,215 
$18,679 


$90,436 


1 Number of regulated companies as at 31 March 2002. Includes institutions in the process of liquidation or 


termination and institutions limited to servicing existing business. A list of institutions regulated by OSFI can be 


found on OSFI’s Web site at www.osfi-bsif.gc.ca/eng/whoweregulate.asp. 2 As at 31 March 2002 where available, 


otherwise 31 December 2001. 3 Total assets of the industries regulated by OSFI are not the simple sum of the 


above-noted figures. The figures for entities that report on a consolidated basis include subsidiaries whose assets 


may also be included in a different category. 
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New Regulatory Environment in Canada 


In June 2001, Parliament passed Bill C-8, which incorporated changes to the legislation 
governing federal financial institutions. Among the more significant provisions of the bill 
were initiatives making it easier to establish financial institutions, including allowing small 
banks that may be closely held and reducing the minimum capital required for start-up. 
The bill also enhanced operational flexibility by facilitating financial institution holding com- 
pany structures and significantly expanding investment powers. In addition, it streamlined the 
regulatory approvals process. OSFI fully supported the new legislative package and the public 
policy objective of increased competitiveness that underlies it. 

During the course of the year under review, work was undertaken to adapt OSFT’s existing 
approval and supervisory processes to the new legislation. We adjusted our approach in consid- 
ering applications in order to recognize the shift in the government’s policy direction toward 
more support for a competitive environment, while not neglecting safety and soundness 
considerations. There has been some interest expressed in the creation of small banks and 
OSFI has been dealing with several interested parties. One application to establish a small 
bank was finalized in the second quarter of the 2002-2003 fiscal year. 

In this new environment, OSFI believes it is important to be more transparent about our 
approach. Therefore, concurrent with the passage of Bill C-8, OSFI posted new incorporation 


guidelines for banks, trust and loan companies, and insurance companies on the OSFI Web 


Streamlining approvals is an important part of a competitive regulatory regime that 


keeps compliance costs in check. 


site. These guidelines provide comprehensive criteria and instructions to assist potential appli- 
cants interested in establishing new financial institutions. We also started to publish the results 
of selected legislative interpretations that could be of general interest. 

Streamlining approvals is an important part of a competitive regulatory regime that keeps 
compliance costs in check. OSFI was in a position to implement a fully tested, streamlined 


approvals process as a result of a pilot project implemented before passage of Bill C-8. In addi- 
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tion, updated transaction information guides for approvals by the Superintendent were posted 
on the OSFI Web site to provide administrative guidance to applicants. Experience to date 
with streamlining is very positive, with the majority of approvals being granted within the 30- 
day timeframe. Exceptions occur when financial institutions are unable to provide necessary 
information on a timely basis, or when an approval is part of a larger transaction and not 
required within the 30-day timeframe. 

Bill C-8 also created the Financial Consumer Agency of Canada (FCAC), which has a 
mandate to ensure that federally regulated financial institutions comply with federal consumer 
protection laws and regulations. When FCAC began operating in late October 2001, OSFI 
relinquished its role of tracking enquiries and complaints related to financial institutions, 
and now limits responses to matters concerned with federally administered pension plans and 
issues of safety and soundness in the federal financial services sector. 

Aside from changes brought about by the passage of new legislation, OSFI worked to 
enhance the domestic regulatory environment through revisions to the capital standards for 
insurance companies and the introduction of OSFI’s general allowances policy for deposit- 
taking institutions. OSFI also commenced a review of the role of the appointed actuary in 
insurance companies to determine if it continues to be appropriate in light of industry 


developments, such as the new focus on enterprise-wide risk management. 


Impact of September 11th 


SUPERVISION ACTIVITIES IN RESPONSE TO SEPTEMBER 11H 

On September 11, 2001, the world watched in horror as the World Trade Center in New 
York and the Pentagon in Washington, D.C. were attacked. OSFI’s primary focus on 
September 11th and immediately thereafter was to work with financial institutions, other 
authorities such as the Bank of Canada and other regulators in Canada and elsewhere, to 
monitor and take necessary action to promote the stability of the financial system. This 
included focussing on clearing and settlement arrangements, trading programs, back-up and 
contingency plans, and exposures of financial institutions to potential losses. 

Financial institutions did an excellent job in reacting to the events of September 11th, 
Although a number of Canadian institutions had operations that were directly affected by the 
World Trade Center attacks, their contingency plans operated well and there was relatively 
little disruption. 

In addition to working with institutions to conduct a post mortem on the effectiveness of 
their contingency plans and lessons learned, OSFI reviewed its own contingency arrange- 


ments. These, too, worked well, and additional enhancements have been made to further refine 


our effectiveness. 
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Ongoing activities include assessing any longer-term implications of losses incurred by 
financial institutions and monitoring risk-sharing arrangements in the insurance industry, 
including the distribution of catastrophe risk resulting from post-September 11‘? changes in 


the insurance marketplace. 


TERRORIST FINANCING 

Immediately after September 11th many governments, including Canada’s, gave immediate 
and significant priority to reducing the possibility that the financial system would be used to 
support further terrorist activities. In this regard, OSFI issued its first advisory on September 
21%t, calling on federally regulated financial institutions to review their records for names of 
suspected terrorists. On October 2, 2001, the Government of Canada brought into force the 
United Nations Suppression of Terrorism Regulations (UNSTR). Under UNSTR regulations, 
Canadian financial institutions are required to search for and freeze the assets of designated 
terrorists or terrorist groups, and report on such assets to their regulator and law enforcement 
and intelligence authorities. Also, amendments to the Criminal Code implemented as a result 
of anti-terrorism legislation require financial institutions to report to OSFI on an ongoing 
basis that they are not in the possession or control of the property of a listed entity. 

OSFI played a major role in advising financial institutions of their obligations under the 
United Nations resolutions and Canadian regulations. In addition to aggregating monthly 
reports on frozen assets from federally regulated financial institutions, OSFI agreed to coordi- 
nate the aggregation of similar information from provincial authorities and self-regulatory 
organizations. As a result of this action, federal authorities can monitor the extent of terrorist 
funds identified in Canada. 

During the implementation of the new regulations, OSFI worked closely with various 
Government of Canada agencies and departments on collaborative efforts such as the timely 


publication of terrorist names. By March 31, 2002, OSFI had begun to issue regular commu- 


Financial institutions did an excellent job in reacting to the events of September 11¢h, 


niqués on changes made to the lists of terrorists to help Canadian financial institutions meet 
their reporting obligations. These were published via facsimile and OSFI’s Web site. 
OSFI also took steps to augment its resources and methodology to assess institutions’ 


compliance with terrorist financing and anti-money laundering requirements. 


ANTI-MONEY LAUNDERING EFFORTS 


Money laundering continues to receive increasing attention as nations attempt to deal with 


issues such as organized crime. 
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The Bank for International Settlements and the International Association of Insurance 
Supervisors issued international standards for customer due diligence in the fight against 
money laundering. In response to these initiatives, OSFI issued revised guidance on money 
laundering in 2002. 

It is clear that money laundering and terrorist financing pose potential risks to the reputation 
of financial institutions, both individually and collectively. Damage to a financial institu- 
tion’s reputation, if severe enough, can result in financial loss. OSFI is implementing a formal 
program of assessing federally regulated financial institutions’ compliance with their reporting 
obligations, as well as their adherence to customer due diligence standards. 

Cooperation among government agencies involved in terrorist financing and anti-money 


laundering efforts is important. Although OSFI does not act as an intermediary between 


It is clear that money laundering and terrorist financing pose potential risks to the 


reputation of financial institutions, both individually and collectively. 


regulated financial institutions and law enforcement agencies, the Office is ready to assist where 
it can be helpful. In that vein, OSFI has held discussions with the Financial Transactions and 
Reports Analysis Centre of Canada (FINTRAC), the agency responsible for collecting, analyz- 
ing and disclosing information to assist in the detection and prevention of money laundering and 
terrorist financing under the Proceeds of Crime (Money Laundering) and Terrorist Financing Act. 
Should enabling legislation be passed by Parliament, OSFI and FINTRAC will be able to 


share information related to financial institutions’ compliance. 


L] International Environment 


Part of the changing environment is the increased role of international organizations 
in setting rules and guidance for financial institutions and in promoting international 
financial stability. OSFI continued to devote considerable resources to international super- 
visory policy development and rule setting in 2001, as these areas grew in importance. OSFI 
participates most actively in those areas either judged to be of greatest importance to Canadian 
financial institutions, where we in Canada can lever off rules developed internationally or 
where we have particular expertise to share. 

The Basel Committee on Banking Supervision (BCBS) is the prime body bringing 
together supervisors and regulators of international banks from G-10 countries. It has taken a 
leadership role over a number of years in rule setting. The BCBS focussed its recent efforts on 
developing a new capital adequacy accord, which will significantly modernize the current 


agreement put in place in 1987, and will better relate capital requirements to the risks assumed 
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by institutions. The BCBS now expects the new capital accord to be finalized in 2003 and fully 
implemented in 2006. 

OSFI believes these developments are highly desirable and supports the work of the BCBS 
as a member of the main committee and through our participation in a number of subcommit- 
tees tasked with making recommendations on different aspects of the proposed accord. 
OSFI also chairs the newly created BCBS Accord Implementation Group, whose purpose is to 
provide supervisors in G-10 and other countries with the ability to share information, thereby 
promoting consistency in their approaches to implementation. 

Considerable work was undertaken during the year with representatives of the Canadian 
banking industry to help OSFI understand the impact of BCBS proposals and assess industry 
readiness. In addition, OSFI was active in developing revised proposals for capital require- 
ments in such areas as securitization, operational risk, equity exposures, small business and 
credit card lending. Because of the significant challenges to implementation of the Accord, 
during the year OSFI created and staffed a group charged with implementation and has 
commenced the planning phase of this project. In addition, OSFI has been active on the 
BCBS accounting and e-banking task forces. 

The International Association of Insurance Supervisors (IAIS) has also been active in its 
evolving role as a standard-setter for life and general insurance supervision. Over the year, 
it adopted papers on capital adequacy and solvency, reinsurance, exchange of information, anti- 
money laundering and disclosure. OSFI plays an important role in the work of the IAIS. It 
participates as a member of the Executive and Technical Committees and the Accounting, 


Investment and Solvency (chair) Subcommittees. It also provides representation to the 


OSFI continued to devote considerable resources to international supervisory policy 


development and rule setting in 2001, as these areas grew in importance. 


Working Group on the Future and Financing Structure of the IAIS and the Task Force on 
Revision to the Insurance Core Principles and Methodology. As well, OSFI follows the 
progress of other industry and regulatory groups and comments regularly on their draft papers. 

The demand from emerging market economies for assistance in financial regulation and 
supervision is rising. In 2001, OSFI decided to make a more focussed effort to assist selected 
emerging market economies to enhance their supervisory systems. This commitment, consis- 
tent with the Government of Canada’s priorities and those of other countries, represents a 
practical and effective means of contributing to international financial stability. In early 2002, 
OSFT's International Advisory Group became fully operational. The Group, which receives 
funding through the Canadian International Development Agency, provides technical 
assistance to supervisors in the Caribbean, Asia and Latin America, in the areas of bank and 


insurance company supervision and regulation. 
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In addition, OSFI continues to support the Toronto International Leadership Centre for 
Financial Sector Supervision through its roles on the Board of Directors, the Executive 
Committee, the Banking Program Advisory Board and, more recently, through the second- 
ment of an OSFI employee. Founded in 1998, the Centre is unique. Individuals with substan- 


The demand from emerging market economies for assistance in financial regulation 


and supervision is rising. 


tial experience in financial supervision from Canada and abroad help supervisors from around 
the world to acquire the knowledge and leadership skills to build effective supervisory regimes 
in their countries. 

OSFI also plays an important role in a number of other international groups, including the 
Financial Stability Forum (FSF), an organization founded by the G-7 Finance Ministers and 
Central Bank Governors following the 1998 financial crisis, to promote international financial 
stability through information exchange and international cooperation in financial supervision 
and surveillance. The FSF is made up of senior representatives from finance ministries, central 
banks and regulators of G-7 countries and those with significant financial sectors, as well as 
international financial institutions and financial sector standards-setting bodies. The FSF met 


in September 2002 in Toronto. 


[| Enhancing the Supervisory Framework 


In August 1999, OSFI implemented a new Supervisory Framework to assess the safety 
and soundness of federally regulated financial institutions, and to enhance our ability to 
intervene on a timely basis where OSFI considers an institution’s practices to be imprudent or 
unsafe, or in contravention of legislative and regulatory requirements. 

OSFI’s approach to supervision is risk based, focussing on an institution’s activities that are 
likely to materially affect its risk profile. OSFI expects financial institutions to have adequate risk 
management practices and controls in place to appropriately mitigate risks taken on by the insti- 
tutions. The supervisory process assesses the effectiveness of an institution's corporate governance 
and oversight processes in mitigating risks and, where possible, uses the work of the institution’s 
independent oversight functions to enhance the efficiency of the supervisory process. 

In 2002, OSFI introduced Assessment Criteria to guide supervisory judgements in assess- 
ing the safety and soundness of institutions. The Assessment Criteria were developed with 
input from the supervised industries through their industry associations, as well as from 
information gathered through a review of corporate governance and control practices at some 


40 institutions of different types and sizes in Canada. 
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Beginning with the 2002-2003 supervisory cycle, OSFI will be providing institutions with 
their Composite Risk rating, which represents OSFI’s assessment of the overall level of risk in 
the institution. This rating considers the risks inherent in the institution’s activities, the effec- 
tiveness of its risk mitigation, and the quality and adequacy of its capital and earnings. 

The Composite Risk rating is primarily based on findings and observations from OSFI’s 
on-site reviews of an institution’s operations, and from ongoing monitoring activities. Not only 
will the Assessment Criteria provide guidance to supervisors in their work, it will also assist 
institutions in understanding the basis of the assessment and the significance of the rating. 

The Assessment Criteria, combined with the ratings, will bring increased standardization 
and transparency to the risk assessment process, thereby improving the consistency and com- 
parability of our assessments across different institutions and industry sectors. The Framework 
and the Assessment Criteria together provide a leading edge supervisory process, which will 
continue to be enhanced and refined. 

The Composite Risk rating will be provided to management and boards of directors of 
financial institutions. To avoid misinterpretation and/or inappropriate use of the ratings, 
institutions will be required to keep their rating confidential, pursuant to the Supervisory 
Information Regulations. 

Significant attention was given during the year to enhancing OSFI’s monitoring processes 
by introducing new analytical tools and bringing a more disciplined approach to the process. 
These increased monitoring efforts allow OSFI to focus more quickly on emerging issues and 
to intervene more effectively in higher risk situations. OSFI is also better able to determine the 
implications of significant events, such as economic downturns, volatile capital markets and 


political or other events, such as those that occurred on September 11, 2001. 


Beginning with the 2002-2003 supervisory cycle, OSFI will be providing institutions 
with their Composite Risk rating, which represents OSFI's assessment of the overall 


level of risk in the institution. 


As part of the normal supervisory response to deteriorating market conditions, OSFI 
focussed more supervisory resources during the year on reviewing credit quality and the 
adequacy of credit risk management processes. We also reviewed the effect of risk transfer 
through mechanisms such as special purpose entities and credit derivatives. As well, we 
monitored the integration activities resulting from a number of significant acquisitions 
during the year, and the impact of weak operating results in the property and casualty insurance 
industry. 

Pursuant to its early intervention mandate, during the year OSFI took control of Reliance 


Insurance Company, a branch of a foreign property and casualty insurer, following takeover of 
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the parent company by U.S. regulatory authorities. OSFI had previously taken other supervi- 
sory actions to minimize losses to the policyholders of Reliance. 
Similarly, it was necessary for the Superintendent to take control of Alta Surety Company, 


a small closely held fidelity and surety insurance company, which was in run-off at the time 


Significant attention was given during the year to enhancing OSFI's monitoring 
processes by introducing new analytical tools and bringing a more disciplined approach 


to the process. 


control was taken, in order to protect the remaining policyholders and creditors of the com- 


pany. The company was placed in liquidation in July 2001. 


_| Recent Corporate Failures 


The issues raised by the failure of Enron Corporation and other high-profile companies in 
the United States are of interest to regulators around the globe. Although Enron was not a 
regulated financial institution and, therefore, not subject to a comprehensive regulatory and 
supervisory regime, its problems have led to a closer analysis of certain financial practices and 
the quality of corporate governance and auditing practices. 

During the year, and prior to the Enron disclosures, OSFI completed a multi-year review 
of Special Purpose Entities (SPEs) used by financial institutions in asset securitization. As part 
of its follow-up activities, OSFI undertook enquiries to determine whether any issues similar 
to those at Enron could be identified. Our enquiries indicated these vehicles were being used 
appropriately and that adequate controls were in place regarding their creation and for ongoing 
monitoring at financial institutions regulated by OSFI. 

OSFI also continued to refine a draft guideline on corporate governance for financial insti- 
tutions. The guideline will not duplicate existing guidance produced by other regulators, stock 
exchanges and similar bodies, but will set out OSFI’s expectations for behaviours of boards of 
regulated financial institutions in areas such as oversight of risks and risk management and 
audit committee relations with auditors and actuaries. 

Given the reliance-based framework under which financial institutions operate, as well as 
the importance of continued public confidence in financial statements, OSFI, along with 
representatives of the Canadian Securities Administrators and other interested parties, worked 
to create a new Canadian Public Accountability Board to oversee auditors of public companies 
in Canada. These initiatives, which were announced in August 2002, will subject auditing 


firms to more frequent and rigorous inspection. 
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OSFI’s work with the actuarial profession to create an independent, effective peer review 
system also reached a satisfactory conclusion. By the end of 2002, the Canadian Institute of 
Actuaries is expected to formally adopt a standard of practice on peer review developed during 


the year. OSFI has announced that, under this standard, it will require peer review of all 


During the year, and prior to the Enron disclosures, OSFI completed a multi-year review 
of Special Purpose Entities (SPEs) used by financial institutions in asset securitization. 
required reports prepated by Appointed Actuaries of federally regulated insurance companies. 


Reviews will begin in 2002 with companies having the option to have reviews performed on a 


three-year cycle. 


El Officeof the Chier Actuary 


The Office of the Chief Actuary (OCA) has responsibilities that are different from those of 
the other sectors within OSFI. Rather than fulfilling a regulatory or supervisory function, 
OCA provides actuarial services for a variety of programs. These programs include the Canada 
Pension Plan, Old Age Security, and pension and benefits plans for the federal Public Service, 
the Canadian Forces, the Royal Canadian Mounted Police, federal judges and Members of 
Parliament. In 2001, OCA also began to provide actuarial services to the Canada Student 
Loans Program. 

In addition to preparing statutory actuarial reports on the financial status of the plans, 
OCA provides the relevant government departments with actuarial advice on the design, fund- 
ing and administration of these plans. OCA clients include Human Resources Development 
Canada, Finance, Treasury Board, Public Works and Government Services, National Defence, 
the RCMP and Justice Canada. 

The 18 Actuarial Report on the Canada Pension Plan (CPP) was tabled in Parliament in 
December 2001, confirming the long-term viability and financial sustainability of the CPP. 


The 18" Actuarial Report on the Canada Pension Plan (CPP) was tabled in Parliament in 


December 2001, confirming the long-term viability and financial sustainability of the CPP. 


This Report confirms that the 9.9 per cent combined employer-employee contribution rate, 
which will be reached in 2003, is expected to be sufficient to sustain the Plan indefinitely as 
larger numbers of Canadians reach retirement age. In March 2002, a panel of three experi- 
enced, independent actuaries completed a formal review of the 18th CPP report; OCA will 


work actively on the recommendations flowing from this review. 
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The Canadian Institute of Chartered Accountants now requires each government to recog- 
nize a liability and an expense in its financial statements for post-employment benefits that 
vest or accumulate as its employees render their services. OCA has prepared actuarial reports 
for the Government of Canada to estimate the liabilities for these benefits under the new rules. 

In addition, during the year under review, OCA completed the first actuarial report on the 
Canada Student Loans Program as well as actuarial reports on a number of other government 
or government-sponsored pension plans. It also provided ongoing advice and support to the 
Public Sector Pension Investment Board and the Pension Advisory Committees of the Public 
Service, the Canadian Forces and the RCMP, each of which provides advice to the relevant 


Minister on the design, administration and funding of their respective plans. 


19 


PRIORITIES GOING FORWARD 


For the upcoming period, the Office has identified several major priorities. 
These include continually enhancing our ability to deal with more and more complex 
problem financial institutions situations, focussing on what matters, and continuing 


to have the resources necessary to meet our mandate. 


LJ Achieving success in these strategies involves continually enhancing our capacity to effectively identify 
risks faced by federally regulated financial institutions and pension plans and promoting improved management 
of those risks, improved readiness to deal with problems consistent with our early intervention mandate and 


taking action so that our framework of guidance and rules remains relevant and meets or exceeds international 


minimums. 


[1 Ongoing, effective and innovative management of OSFI’s human and knowledge resources is also key to our 
success. OSFI has put a considerable focus in recent years on human resources initiatives, including the use of 
performance pay, development of competencies, enhanced focus on fair pay and performance evaluation and 


better recruiting practices. These will continue. 


[1 OSFI needs to make a better effort to use technology and information management systems (IM/IT) more 
effectively. OSFI’s efficiency and effectiveness can benefit from business process improvements that IM/IT 
investments facilitate. These investments can also reduce the compliance costs of regulation to financial institu- 


tions and pension plans. This will be a key priority for further enhancements. 


SUCCEEDING IN A CHANGING ENVIRONMENT 


FINANCIAL STATEMENTS 


Financial Highlights for 2001-2002 


IMPROVEMENTS TO FINANCIAL REPORTING 
Fiscal year 2001-2002 represents OSFI’s second complete year of reporting its results of 
operations using full accrual accounting. As a result, readers of the 2001-2002 financial 
statements can make comparisons with the previous year. 

This year, for the first time, OSFI has prepared its Financial Statements by business line 
(Supervision of Financial Institutions, Supervision of Pension Plans and the operations of the 
Office of the Chief Actuary). This presentation shows how each business line contributes to 


OSFI’s net results of operations. 


NET RESULTS OF OPERATIONS 

Supervision activities are funded primarily by the institutions OSFI regulates and revenue is 
matched to OSFI’s costs of supervision. Some of OSFI’s costs are funded by specific user-pay 
charges, which serve to reduce general industry assessments. These cover fees for transactions 
and, starting this year, surcharges for problem institutions. The Office of the Chief Actuary is 
funded from a combination of fees charged for actuarial services and parliamentary appropria- 
tions to cover actuarial services provided to the Government of Canada. OSFI completed the 
fiscal year 2001-2002 with a small net loss from operations. The loss is the result of timing 
differences between government funding and the recognition of expenses by the Office of the 
Chief Actuary. 


EXPENSES 

Total expenditures were $64 million for the year ended March 31, 2002. Of this total, approx- 
imately $57 million was accounted for by the program of supervision of federally regulated 
financial institutions, $3.4 million by supervision of pension plans and $3.8 million by the 
Office of the Chief Actuary. The expenses of the financial institution supervision program 


increased in total by some $10.1 million from the previous year. Significant human resource 
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cost increases in 2001-2002 arose from growth in the number of employees at OSFI and 
adjustments to employee compensation to more closely reflect market levels. These cost factors 
are part of a strategy to ensure OSFI attracts and retains the people it needs, with the requisite 
range of experience and skills to meet its mandate. 

During the year, OSFI increased the size of the conglomerate supervision groups and 
moved closer to full staffing of the specialist support sector. OSFI also allocated additional 
money to its performance pay regime. Expenses for the supervision of private pension plans 
were lower than in the previous year, primarily because of efficiencies achieved in this area. 

In the Office of the Chief Actuary, the increase in expenses reflects additional functions 


assumed, including the valuation made in support of the government’ student loan program. 


REVENUE 

During 2001-2002, assessment revenue from federally regulated financial institutions 
approached $54 million, an increase of almost $10 million from the previous year. However, 
user-pay revenue was lower than expected. This was due to fewer transactions than anticipated 
and changes in legislation and regulations that reduced the number of transactions requiring 
approval. 

OSFI assessments are differentiated by industry, reflecting the costs incurred by each industry 
group. The chart below sets out the revenue and user-pay assessments by sector and for feder- 
ally regulated pension plans. As shown below, the Banks, Trust and Loan industry experienced 
the largest increase in assessments, although assessments to the larger banks and insurance 
companies remained in the $2-3 million range per institution. The smallest increase was expe- 
rienced by the Property and Casualty Insurance industry. Indeed, a number of institutions, 
including many in the Property and Casualty Insurance sector, paid the minimum assessment 
of $10,000. 

Revenue assessed from OSFI-regulated private pension plans matched expenses of $3.4 
million. 

Revenues for the Office of the Chief Actuary in 2001-2002 were $3.7 million, an increase 


of $0.4 million over the previous fiscal year. These revenues comprised: 


1) $2.8 million in service charges for actuarial services to the federal government and 
various federal government agencies for the Canada Pension Plan, Old Age Security, 
Canada Student Loans Program and pension plans for employees of the federal gov- 


ernment and various agencies. 


2) $0.9 million in parliamentary appropriations related to actuarial services for the pension 
plans for Members of Parliament and federal judges, and for the federal employees’ 


insurance plans. 
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BREAKDOWN OF REVENUE BY INDUSTRY 
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Note 1; Revenue = assessments of federally regulated financial institutions and pension plans + user pay, 
including Memoranda of Understanding + appropriations from the Federal Government. Note 2: In addition 
to revenues from industry shown on the chart, there were revenues from Government and miscellaneous 


sources of $5 million in both fiscal years. 


FINANCIAL PLANS FOR FUTURE YEARS 

In future years, OSFI will continue to strive to control its general operating cost increases 
while selectively increasing resources where necessary to meet our mandate. To achieve this, 
OSFI will limit staff growth by focussing on opportunities to further improve operational 
efficiency. OSFI has planned a significant investment in technology over the next three years. 
To maximize the benefits of this investment, we will review business processes with a view to 
identifying possibilities for streamlining that can be achieved through enabling technology. 
OSFI has offered to work with its stakeholders to ensure this investment results in efficiencies 
for them as well, for example, by reducing the costs of complying with OSF data collection re- 
quirements. 

OSFI will continue to make progress on having a material amount of its costs recovered by 
means of charges to specific users, rather than through base assessments. OSFI will review 
existing user-pay charges and increase the use of Memoranda of Understanding to bill specific 
financial institutions for the costs associated with approving larger transactions or providing 


interpretations on capital instruments. 
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Management’s Responsibility for the 


Financial Statements 


Responsibility for the integrity and objectivity of the accompanying financial statements and 
the consistency with all other information contained in this annual report rests with OSFI 


management. 


These financial statements, which include amounts based on management's best estimates 
as determined through experience and judgement, have been prepared in accordance with 
Canadian generally accepted accounting principles. Management has developed and main- 
tained books of accounts, records, internal controls, management practices, and information 
systems designed to provide reasonable assurance that the assets are safeguarded and 
controlled, resources are managed economically and efficiently in the attainment of corporate 
objectives, and that transactions are in accordance with the Financial Administration Act and 


regulations as well as OSFI policies and statutory requirements. 


The Auditor General of Canada, the independent auditor for the Government of Canada, has 
audited the transactions and financial statements of OSFI, and reports on her audit to the 


Minister of Finance. 


AMA LA. 


Nicholas Le Pan 


Superintendent 


Donna Pasteris 


Assistant Superintendent 


Corporate Services 


Ottawa, Canada 
May 24, 2002 
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AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR'S REPORT 


To the Minister of Finance 


I have audited the statement of financial position of the Office of the Superintendent of 
Financial Institutions as at 31 March 2002 and the statements of operations and equity of 
Canada and cash flows for the year then ended. These financial statements are the responsibil- 
ity of the Office’s management. My responsibility is to express an opinion on these financial 


statements based on my audit. 


I conducted my audit in accordance with Canadian generally accepted auditing standards. 
Those standards require that I plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes examin- 
ing, on a test basis, evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and significant estimates made 


by management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Office as at 31 March 2002 and the results of its operations and its cash flows 


for the year then ended in accordance with Canadian generally accepted accounting principles. 


ee 
John Wiersema, CA 
Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
24 May, 2002 
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Statement of Financial Position 


2001 


As at March 31 
2002 
ASSETS ee 
Assets 
Cash Entitlement $ 34,722,099 
Accounts Receivable 1,260,864 
Accrued Base Assessments ATL 922 
Capital Assets (note 4) 5,349,082 
Total Assets $ 46,109,967 
LIABILITIES AND EQUITY OF CANADA 
Liabilities 
Accounts Payable & Accrued Liabilities $12,456,561 
Accrued Salaries and Benefits 8,306,154 
Deferred Charges 1,534,604 
Deferred Private Pension Plan Revenue 933,193 
Employee Future Benefits other than pension (note 9) 5,341,842 
18,572,354 
Equity of Canada 27,537,613 
TOTAL LIABILITIES & EQUITY OF CANADA $ 46,109,967 


Commitments and Contingencies (note 6) 


AMAA. 


Nicholas Le Pan 


Superintendent of Financial Institutions 


The accompanying notes are an integral part of the financial statements. 


$ 37,578,910 
304,324 
608,155 


3,649,700 


$ 42,141,089 


Seana S62 


3,830,235 


282,866 


1,039,934 


5,284,723 


14,552,120 


27,588,969 


$ 42,141,089 
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Statement of Operations and Equity of Canada 


For the year ended March 31 


2002 2001 

SUPERVISION OF FEDERALLY REGULATED FINANCIAL INSTITUTIONS 
Revenue 

Base Assessments § 53,577,359 $ 43,257,461 

User Fees and Charges 3,070,006 3,281,852 

Cost Recovered Services 534,685 S5ie7s3 
Total Revenues 57,182,050 47,391,046 
Expenses (note 10) 

Supervision & Regulation 56,647,365 46,539,313 

Cost Recovered Services 534,685 ieee 7383 
Total Expenses 57,182,050 47,791,046 
Net Results - (400,000) 
SUPERVISION OF PRIVATE PENSION PLANS 

Revenue 3,438,563 3,765,180 

Expenses (note 10) 3,438,563 3,765,180 
Net Results - = 
OFFICE OF THE CHIEF ACTUARY OF CANADA , 

Revenue 2,804,500 1,146,026 

Expenses (note 10) 3,772,356 Ss liGy 565 
Net Results (967,856) (1,970,539) 
Net Results of Operations before Government Funding (967,856) (2,370,539) 

Government Funding (note 5) 916,500 2,173,106 
NET RESULTS OF OPERATIONS FOR THE YEAR (51,356) (197,433) 
EQUITY OF CANADA, BEGINNING OF YEAR 27,588,969 27,786,402 
EQUITY OF CANADA, END OF YEAR $ 27,537,613 $ 27,588,969 


The accompanying notes are an integral part of the financial statements. 
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Statement of Cash Flows 
For the year ended March 31 
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2002 2001 

OPERATING ACTIVITIES 
Net Results of Operations $ (51,356) $ (197,433) 
Non-Cash items included in operations 

Amortization of Capital Assets 1,760,267 13637641 

Employee Related Liabilities 4,533,038 611,468 

Gain on Disposal of Capital Assets (9,248) = 
Change in Assets/Liabilities 

(Increase)/Decrease in Accounts Receivable (956,540) 12,830,847 

(Increase) in Accrued Base Assessments (4,169,767) (5,163,666) 

Increase/(Decrease) in Accounts Payable 

and Accrued Liabilities (1,657,801) 1,480,875 

Increase in Deferred Charges LE 25i738 - 

Increase/(Decrease) in Deferred Private 

Pension Plan Revenue (106,741) 525,934 
Cash Provided by Operating Activities 593,590 11,451,666 
INVESTING ACTIVITIES 
Acquisition of Capital Assets (3,459,649) (1,908,735) 
Proceeds of Disposal of Capital Assets 9,248 ~ 
Cash Applied to Investing Activities (3,450,401) (1,908,735) 
INCREASE/(DECREASE) IN CASH ENTITLEMENT (2,856,811) 9,542,931 
CASH ENTITLEMENT, BEGINNING OF YEAR 37,578,910 28,035,979 
CASH ENTITLEMENT, END OF YEAR $ 34,722,099 $ 37,578,910 


The accompanying notes are an integral part of the financial statements. 
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Notes to the Financial Statements, for the year ended 


March 31, 2002 


1. AUTHORITY AND OBJECTIVE 

i) The Office of the Superintendent of Financial Institutions (“OSFI”) was established by the 
Office of the Superintendent of Financial Institutions Act (““OSFI Act”) in 1987 to regulate and 
supervise all federally regulated financial institutions. For OSFI, a federally regulated financial 
institution is any entity that has been created or is allowed to offer financial services pursuant 
to one of the financial institution statutes promulgated by the federal government and includes 
banks, trust and loan companies, federally registered insurance companies, cooperative credit 
associations, fraternal benefit societies and pension plans. Pursuant to the Financial 
Administration Act (“FAA”), OSFI is a department of the Government of Canada for the 
purposes of that Act and is listed in schedule I.1 of the Act. 


ii) The Office of the Chief Actuary (“OCA’), a division of OSFI, provides actuarial advice to 
the Government of Canada. The OCA performs actuarial services for a variety of public insurance 
and pension programs as required under the Canada Pension Plan and the Public Pensions 


Reporting Act. 


iii) In addition, OSFI has responsibilities under the following legislation: 
L) Bank Act; 

L] Cooperative Credit Associations Act; 

L) Green Shield Canada Act; 


L] Insurance Companies Act; 


q 


Trust and Loan Companies Act; and 
L] Pension Benefits Standards Act, 1985. 


iv) Under previous provisions of the Insurance Companies Act and the Winding-Up Act, OSFI 
acted as liquidator of failed insurance companies when appointed by Court Order. Under these 
circumstances, the Superintendent hired agents to carry out the liquidation work in each case. 
However, under the new provisions of the Winding-Up and Restructuring Act (Section DEY E 


the Superintendent can no longer be appointed as liquidator of a failed institution. 


2. SPENDING AND BORROWING AUTHORITY 
Pursuant to section 17 of the OSFI Act, the Minister of Finance may spend any revenues 


collected under sections 23 and 23.1 of the OSFI Act to defray the expenses associated with the 
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operation of OSFI. The Act also establishes a ceiling for the expenses and sets this ceiling at 
$40,000,000 above the amount of revenue collected. 

OSFI revenues comprise assessments, fees, and service charges. The expenses against 
which assessments may be charged include those in connection with the administration of the 
Bank Act, the Cooperative Credit Associations Act, the Green Shield Canada Act, the Insurance 
Companies Act, and the Trust and Loan Companies Act. The formula for the calculation of 
assessments is included in regulations. 

The Pension Benefits Standards Act, 1985 (“PBSA, 1985”) provides that fees may be charged 
for the registration and supervision of pension plans and for the supervision, including inspec- 
tion, of registered pension plans. The amount of the fees is set annually by regulation pursuant 
to section 25 of the PBSA, 1985. 

Section 23.1 of the OSFI Act provides that the Superintendent may assess against a person 
a prescribed charge (“service charge”) and applicable disbursements for any service provided by 
or on behalf of the Superintendent for the person's benefit or the benefit of a group of persons 
of which the person is a member. “Person” includes individuals, corporations, funds, unincor- 
porated associations, Her Majesty in Right of Canada or of a province, and a foreign govern- 
ment. The service charges are detailed in the regulations. 

Pursuant to section 16 of the OSFI Act, Parliament annually provides appropriations to 
support the operations of the Office of the Chief Actuary. 


3. SIGNIFICANT ACCOUNTING POLICIES 
a) Basis of Presentation 
The financial statements of OSFI have been prepared in accordance with Canadian generally 


accepted accounting principles. 


b) Revenue Recognition 
Revenue is recorded in the accounting period in which it is earned whether or not it has been 
billed or collected. 

OSFI charges interim base assessments calculated on its budgeted expenditures and fore- 
cast industry results. Final base assessments are billed in the subsequent fiscal year, calculated 
on the actual results from the prior year. 

Pension plan fee rates are set annually based on budgeted expenditures, forecast pension 
plan membership and actual results from the previous year. 

User fees and charges include revenues earned pursuant to Service Charges Regulations and 
surcharges assessed against federally regulated financial institutions assigned a “stage” rating 
pursuant to the Guide to Intervention for Federal Financial Institutions. 

Cost recovered services are provided based on terms outlined in Memoranda of 


Understanding and preliminary billings are based on settlement estimates. 
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c) Cash Entitlement 

OSFI does not have its own bank account. The financial transactions of OSFI are processed 
through the Consolidated Revenue Fund (CRE) of Canada. OSFI’s cash entitlement repre- 
sents the amount the Office is entitled to withdraw from the CRF without further authority. 


This amount does not earn interest. 


d) Capital Assets 
Capital assets are recorded at historical cost less accumulated amortization. Amortization is 


recorded using the straight-line method over the estimated useful lives of the assets as follows: 


Assets Useful life 

Leasehold Improvements Remaining life of the lease 
Furniture and Fixtures 7 years 

Office Equipment 4 years 

Informatics Hardware 3 years 

Informatics Infrastructure (Networks) 3 years 

Informatics Software 5 years 

Motor Vehicles 5 years 


e) Employee Future Benefits 

(i) Pension Benefits: OSFI’s eligible employees participate in the Public Service Super- 
annuation Plan administered by the Government of Canada. Both the employees and OSFI 
contribute to the cost of the Plan. This amount is currently based on a multiple of the 
employee’s required contributions, and may change over time depending on the experience of 
the Plan. These contributions represent the total pension obligations of OSFI and are charged 
to operations on a current basis. OSFI is not required under present legislation to make contri- 


butions with respect to any actuarial deficiencies of the Public Service Superannuation Plan. 


(ii) Severance Benefits: On termination of employment, employees are entitled to certain 
benefits provided for under their conditions of employment through a severance benefits plan. 
The cost of these benefits is actuarially determined and is accrued as the employees render 
their services necessary to earn severance benefits. 

The cost of the benefits is actuarially determined using the projected benefit method 
prorated on services. The valuation of the liability is based upon a current market discount rate 
and other actuarial assumptions which represent management’s best long-term estimates of 


factors such as future wage increases and employee resignation rates. 
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f) Specified Purpose Account 

OSFI has an interest-bearing specified purpose account within the Consolidated Revenue 
Fund for insurance company liquidations. Previous to recent amendments to the Insurance 
Companies Act, the courts appointed the Superintendent as the liquidator of several failed 
insurance companies. In this capacity, OSFI pays, on behalf of the remaining active institutions, 
all expenses related to the liquidation, and then recovers these costs from active institutions. 
The revenues and expenses related to these accounts are not included in the OSFI Statement 


of Operations and Equity of Canada. 


g) Use of Estimates 

These financial statements are prepared in conformity with Canadian generally accepted 
accounting principles, which require that OSFI management make estimates and assumptions 
that affect the amounts reported in these financial statements. Human resources related liabil- 
ities and the useful lives of capital assets are the most significant items for which estimates are 


used. Actual results could differ from those estimates. 


4. CAPITAL ASSETS 
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Cost March 31, Additions Disposals March 31, 
2001 2002 
Leasehold Improvements $ 724,879 $ 748,373 Su ATS 252 
Furniture and Fixtures LAVA 7 54 117,230 1,529,984 
Office Equipment 204,238 114,348 318,586 
Informatics Hardware 1,300; 210 T3237 4327520 
Informatics Infrastructure 978,982 WH SESH NEY Soy IES) 
Informatics Software 3342/34 1,569,584 4,912,315 
Motor Vehicle Pei Rewe PANT ES) 
$7,985,551 $3,459,649 PATE S VES $11,423,443 
Accumulated amortization March 31, Amortization Disposals March 31, 
2001 2002 
Leasehold Improvements $ 232,865 $ 262,964 $ 495,829 
Furniture and Fixtures 443,561 210,195 653,756 
Office Equipment 66,310 65;352 131,662 
Informatics Hardware 701,426 348,199 1,049,625 
Informatics Infrastructure NZ 26S 385,132 897,395 
Informatics Software 2,357,009 488,425 2,846,094 
Motor Vehicle ZASTOP Zeon 
$4,335,851 $1,760,267 2/57 $ 6,074,361 
Net Book Value $3,649,700 $ 5,349,082 
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5. GOVERNMENT FUNDING 

OSFI receives an annual parliamentary appropriation pursuant to section 16 of the OSFI Act 
to support its mandate relating to the Office of the Chief Actuary. In this fiscal year, OSFI was 
granted $916,500 (2001: $2,173,106) in parliamentary appropriations to defray the expenses 
associated with the provision of service by the Office of the Chief Actuary. The 2001 figure 
included $400,000 to help OSFI defray the cost of implementing the Government’s Financial 


Information Strategy. 


6. COMMITMENTS AND CONTINGENCIES 
a) Commitments 
OSFT has entered into lease agreements for office space and office equipment in four locations 


across Canada. The minimum aggregate annual payments for future fiscal years are as follows: 


2002-2003 $ 4,041,548 
2003-2004 3,764,347 
2004-2005 348,335 
2005-2006 90,343 
2006-2007 22,586 

Sas Zo7 bo 


b) Contingencies 
OSFI is involved in claims and litigation for which provisions have been made to the extent 


determinable. 


7. SPECIFIED PURPOSE ACCOUNT 


During the year, the following activity occurred in this account: 


SPECIFIED PURPOSE ACCOUNT: INSURANCE COMPANY LIQUIDATIONS 
2002 2001 


Opening Balance $§ 6,712,292 $ 88,147 
Recoveries deposited 53,475 6,521,745 
Interest earned 161,223 102,400 
Distribution of assets from liquidated estates (6,633,788) 

Net disbursements in respect of liquidation expenses (338,414) 3 
Closing Balance $ (45,212) SG 2292 


Remaining active insurance companies are liable for all expenses related to the liquidation of 


failed insurance companies. 
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8. RELATED PARTY TRANSACTIONS 

OSFI is related in terms of common ownership to all Government of Canada departments, 
agencies and Crown corporations. OSFI enters into transactions with these entities in the normal 
course of business and on normal trade terms. 

OSFI recorded expenses of $14,781,443 (2001: $12,717,066) and revenues of $6,660,558 
(2001: $3,008,329) from transactions in the normal course of business with other Government 
departments during the year. 

As at March 31, accounts receivable and payable with other Government entities and unre- 


lated external parties were as follows: 


Related External Total 
Parties Parties 
2002 
Accounts Receivable $ 9,252 S$ 1251612 $ 1,260,864 
Accounts Payable $ 397345 SS AIAG $ 2,456,561 
2001 
Accounts Receivable $ 65,928 $ 238,396 $ 304,324 
Accounts Payable $610,077 $ 3,504,285 $ 4,114,362 


9. EMPLOYEE FUTURE BENEFITS 
(i) Pension Benefits 


The estimated contributions to the Public Service Superannuation Plan during the year were 


as follows: 

2002 2001 
Employer $ 4,552,442 SS Sev 27 
Employees $ 1,799,641 $ 1,621,849 


(ii) Severance Benefits 
The net expense for OSFI’s severance benefits for the year ended March 31, 2002 was 
$389,851. 

The cost of benefits is actuarially determined using the projected benefit method prorated 
on services. The accrued benefit liability recognized in the balance sheet at March 31, 2002 in 
respect of these benefits is $5,341,842. 

The significant actuarial assumptions adopted in measuring OSFT’s accrued benefit liability 


were as follows: a) liability discount rate of 5.95%; b) general economic increases of 3.00% 
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10. EXPENSES BY MAJOR CLASSIFICATION 


2002 2001 
Human Resources $ 48,853,100 $ 40,184,752 
Professional Development : TESS ale 1,387,028 
Travel 2,281,082 252. LOM 
Professional Services 1,297,863 1,001,073 
Facilities 4,878,084 4,391,595 
Information Management/Technology 3,143,854 3,148,832 
Administration 2,401,859 2,407,410 
Total Expenses $ 64,392,969 $ 54,672,791 


11. COMPARATIVE FIGURES 
Certain 2001 comparative figures have been reclassified to conform to the presentation 


adopted in 2002. 
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Appendix 1 — Complaints and Enquiries 


This will be the last annual report in which OSFI reports on complaints and enquiries from 
consumers of financial institutions. This responsibility was assumed by the new Financial 
Consumer Agency of Canada (FCAC), which was created with the proclamation of Bill C-8. 
Since it began its public operations on October 24, 2001, FCAC has been enforcing the 
consumer-oriented provisions of the newly expanded federal financial institution statutes. 

OSFT’s toll-free telephone service remained the most popular method for consumers to 
contact us; however, we also received complaints and enquiries through the mail and via the 
Internet. As indicated in the following tables, from April 1 through October 23, 2001, OSFI 
received 6,357 enquiries and 2,244 complaints, for a combined total of 8,601 contacts. These 
figures are slightly lower than those recorded for the corresponding period in the preceding 
year, when the number of enquiries and complaints reached 6,678 and 2,651 respectively, for a 
combined total of 9,329. 

For the period October 24, 2001, through March 31, 2002, OSFI recorded an additional 
4,618 contacts, bringing the grand total for the fiscal year to 13,219, down from 16,568 for the 
2000-2001 fiscal year. 

The following tables provide statistics for the period April 1 through October 23, 2001. 
Interested readers should turn to the Annual Report of the FCAC to view their figures for the 
balance of the fiscal year. 
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OSFI ENQUIRIES AND COMPLAINTS TRACKING REPORT - SECTOR SUMMARY 
For the period of 01/04/2001 to 23/10/2001 


Banks Trust Life P&C Pensions Loan Co-op. Others TOTAL 
Complaints 
ABMs 26 0 0 0 O 0) fe) s] AS 
Accounts 363 14 1 (e) ) 0 0) 21 399 
Cost of Borrowing 3} 0) ie) 0 O (0) ) 1 4 
Credit Cards 226 16 0 1 O 0 0) i 254 
Estate Issues 6 3} O O 0 (0) 0 fe) 2) 
Financial Status 2 0 3 0 0 (0) 0) 0 5 
Floating Issues 17 0 0 0 50 0 0 0 67 
General Information 12 O 0 1 7 0) O 8 28 
Insurance Policies 3 10) 61 48 O 0) O 31 143 
Investment Products 94 21 it O 4 0) O 5 131 
Legislation/Regulations/Guidelines 6 1 1 1 18 ) (6) 2 29 
Loans/Mortgages 220 13 3 1 ) 2 2 i 248 
Non-OSFI Related Issues 30 72 1 1 @) 0 ) 57 91 
OSFI Related Issues 1 ) 3 O ce (0) (0) 4 10 
Privacy Issues 15 0 0 0 O (e) (0) 2 ivé 
Quality of Service/Internal Policies 489 29 17 3 8 1 1 61 609 
Service Fees/Charges 153 5 fe) () ) 1 ) 2 161 
Small Business Issues 9 O O ) (0) O O 0) 9 
Tied Selling Issues 1 O O O 0) 0) O 0 1 
TOTAL COMPLAINTS 1,676 104 97 56 89 4 3 215 
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OSFI ENQUIRIES AND COMPLAINTS TRACKING REPORT - SECTOR SUMMARY 
For the period of 01/04/2001 to 23/10/2001 


SUCCEEDING IN A CHANGING ENVIRONMENT 


Banks Trust Life P&C Pensions Loan Co-op. Others TOTAL 
Enquiries 
ABMs 8 O O @) 1 O ) 1 10 
Accounts 95 6 O O 0 0 O UT 108 
Cost of Borrowing (0) (0) 0 0 0 0 0 1 1 
Credit Cards 46 8 O 0) O O 0 4 58 
Estate Issues 5 1 0) fe) 0 O O 1 tf 
Financial Status 68 16 17 4 10) 1 0 18 124 
Floating Issues 10 0 1 0) 201 O 0 138 350 
General Information 569 106 100 59 433 nN 1 477 —-:1,756 
Insurance Policies 1 O 46 1 1 0 O Si 96 
Investment Products 52 5 2 (0) ue) 0 0 15 153 
Legislation/Regulations/Guidelines 174 14 14 4 214 1 O 193 614 
Loans/Mortgages 33 1 3 ) O 1 O 6 44 
Non-OSFI Related Issues 40 1 i 9 27 (e) 0 2,599 2;'689 
OSFI Related Issues 47 13 10 10 13 2 10) 150 245 
Privacy Issues 7 O O O ie) 6) 0 1 8 
Quality of Service/Internal Policies 52 2 3 Z 2 0 O 4 65 
Service Fees/Charges 16 O (0) 0 (6) (0) O 3 19 
Small Business Issues O 0 O O 0 0 0 2 iz 
Terrorists O 0 O O 0 ie) O 0) 0 
Tied Selling Issues 4 0 0 0 0 0 0 4 8 
TOTAL ENQUIRIES 1,227 179 203 99 971 16 1 3,661 6,357 
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OSFI ENQUIRIES AND COMPLAINTS TRACKING REPORT - SECTOR SUMMARY 
For the period of 01/04/2001 to 23/10/2001 


Banks _ Trust Life P&C Pensions Loan Co-op. Other TOTAL 


TOTAL 2,903 283 300 155 1,060 20 4 3,876 8,601 


TRACKING REQUESTS BY REQUEST TYPE 
For the period of 01/04/2001 to 23/10/2001 


Written 342 
Telephone 7,647 
Personal Interview 13 
Internet 599 
TOTAL 8,601 


[] Appendix 2 — Disclosure of Information 


Under the OSFI Act, the Superintendent is required to report to Parliament each year on the 
disclosure of information by financial institutions and the state of progress in enhancing the 


disclosure of information in the financial services industry. 


OSFI'S ROLE IN ENHANCING DISCLOSURE 
OSFI contributes to and promotes effective disclosure by: publishing selected financial 
regulatory information on the OSFI Web site and through Beyond 20/20 (formerly [vation 
Datasystems Inc.), providing guidance to institutions on their disclosure, and being a member of 
international supervisory groups with similar objectives. 

During the year under review, OSFI increased the volume and frequency of information 
published on its Web site. 

OSFI published its Property and Casualty insurance disclosure guideline for implementation 
at December 31, 2001. Similar to 1997 guidelines for deposit-takers and life insurers, this 
guidance sets out requirements for financial, risk management and control practices informa- 


tion that supplements disclosures required under Canadian generally accepted accounting 


principles and other OSFI guidelines. 
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Demutualization of several large life insurers in 1999-2000 has increased the need for market 
understanding and the application of market discipline. Following a successful educational 
seminar for analysts in late 2000, OSFI and the Canadian Institute of Actuaries are now devel- 
oping a model for disclosure of annual gains and losses by source. Embedded value disclosure 
is already a reporting feature of several large Canadian life insurers. 

Internationally, OSFI participates in the Transparency Group of the Basel Committee on 
Banking Supervision and maintains a watching brief on the work of the Task Force on 
Enhanced Disclosure of the International Association of Insurance Supervisors. Both of these 
groups focus on promoting market discipline through such means as developing best-practice 
disclosure guidance. In addition, the Basel Committee’s Transparency Group has conducted 
regular surveys of the annual report disclosures of large, internationally active banks and is par- 
ticipating in an International Accounting Standards Board improvements project on financial 
activities disclosures. 

Finally, OSFI is monitoring closely the resolution of disclosure issues raised by the failure of 
Enron to assess the extent to which these are satisfactorily addressed, either through changes 
to generally accepted accounting principles or through additional regulatory guidance where 
appropriate. This work is being undertaken in coordination with provincial governments, other 


federal departments and industry. 
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SUCCEEDING IN A CHANGING ENVIRONMENT OSFI ANNUAL REPORT 2001-2002 


[1 Consumer Information 


COMPLAINTS AND ENQUIRIES 

Consumers with questions or complaints relating to federally regulated financial institutions 
can contact the new Financial Consumer Agency of Canada (FCAC), which started its public 
operations on October 24, 2001. 

FCAC ensures that consumers, in their day-to-day dealings with federally regulated financial 
institutions, fully benefit from the consumer protection measures the government provides for 
in legislation. The agency has the authority to impose penalties on financial institutions for 
non-compliance with these measures. FCAC also monitors and reports on industry self-regu- 
latory initiatives. 

FCAC can be reached through its toll-free telephone service at 1-866-461-FCAC (3222). 


More information about FCAC can be obtained by visiting its Web site at www.fcac-acfc.ge.ca. 
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SI Pick OF THE SUPERINTENDENT 
OF FINANCIAL INSTITUTIONS 


OSFI welcomes questions about its role and responsibilities 
as well as enquiries related to federally regulated pension plans 


Several methods are available to communicate with us 

S /\ 
ormation Serve 08H operates a toll-free information service ae 8:30 a.m. to 5:00\p.m,, eon 
, Monday) through Friday. It. can be reached by ollie ‘le 800- fae 8647 or a 990- 6011 for local 


PRS a. 
Be I- de Inf 


\, 
” 


Ve 


coe calls. 
Internet: OSFI’s Web site address is www.osfi-bsif.gc.ca. The site provides timely access to a wide variety of 


OSFI information and documents, including speeches, news releases, guidelines, legislation, policy statements, 
bulletins, financial information and a listing of all financial institutions and pension plans regulated by OSFI 


Publications: OSFI publications are generally available on our Web site (www.osfi-bsif.gc.ca) or by contacting 
Publications Distribution — Office of the Superintendent of Financial Institutions, 13th Floor, 255 Albert Street 
Ottawa ON K1A 0H2, Telephone: (613) 990-7655, Facsimile: (613) 952-8219, E-mail: pub@osfi-bsif-ge.ca 


OSFI OFFICES 
Toronto: 
P.O. Box 39, 121 King Street West 
Toronto ON M5H 3T9 


Ottawa head office 
Telephone: (416) 973-6662, Facsimile: (416) 973-7021 


13th Floor, 255 Albert Street 
Ottawa ON K1A 0H2 


Telephone: (613) 990-7788, Facsimile: (613) 990-5591 
Vancouver: 


P.O. Box 11, 1095 West Pender Street 
Vancouver BC V6E 2M6 


Montréal: 
Telephone: (604) 666-5335, Facsimile: (604) 666-6717 


200 René-Lévesque Boulevard West, Suite 903 
Montréal QC H2Z 1X4 
Telephone: (514) 283-4836, Facsimile: (514) 496-1726 
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